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I. THE STAGES OF CAPITALISTIC GROWTH AND THEIR 
CORRESPONDING THEORIES OF CRISIS 


E total period of time elapsing between the act of saving 
and the introduction of new plants into the production 


process may be divided into three stages, each of which is 
the frame of a special type of the theory of crisis. The first stage 
lies before the actual investment of the savings. In other words, 
it lies within the period of time elapsing between the act of saving 
and the act of investment. The second stage comprises the so- 
called period of construction. It begins with the investment of the 
savings and ends with the technical completion of the plants. The 
third stage lies between the moment in which the plants are tech- 
nically completed and the moment in which they are actually put 
to work. 

In a system of steady and frictionless growth one stage is closely 
followed by the other. Indeed, speaking in terms of the entire 
economy, saving and investment proceed simultaneously, projects 
are steadily being completed and going into operation, and the 
flow of consumers’ goods is being steadily augmented. It is there- 
fore only with respect to disturbances in the economic process that 
it becomes important to distinguish between the three stages. 
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This stage aspect, although it applies primarily to individual 
projects, can be applied also, to a certain extent, to the economy 
as a whole. If we look at the fluctuations in general business, we 
observe a certain concentration of investments during boom peri- 
ods. The theories of business cycles, consequently, consider boom 
periods as times‘of much investment and lively activity in the 
capital-goods industries. In some theories the boom period has 
even been identified with a general “construction period.’ If 
there is such a thing as concentration of investments, there must 
be also periods characterized by a conspicuous growth of the out- 
put of finished goods or at least of the capacity to produce finished 
goods. 

It is in this wider sense that I shall, in the following pages, 
speak of the stages of capitalistic growth. Economists have rarely 
dealt with the entire set of problems connected with saving and 
investment by analyzing each of the three stages consecutively. 
As a rule, they have concentrated upon one of the three stages, 
with the result that we are left with a series of different theories of 
crisis (even within the field of ‘‘pure” theories), namely, first, a 
theory which concentrates upon the first stage, attaching its ex- 
planation of crises to an increase in the rate of saving; second, a 
theory which concentrates upon the “‘period of construction,” ex- 
plaining crisis in terms of a lack of savings necessary for the tech- 
nical completion of plants under construction; third, a theory 
which concentrates upon the third stage, explaining crisis in terms 
of an overproduction of capital goods (or consumers’ goods). 

Usually the writers on business cycles, when dealing with the 
various approaches to crises, speak in terms of an underconsump- 
tion theory, an overconsumption or lack of capital theory, and 
finally an overinvestment theory. But unfortunately it is not al- 
ways clear what is meant by those names. There are, for instance, 
at least two types of underconsumption theories. One of them is 
more or less identical with what I call the “crisis theory of the 
first stage’; the other with the crisis theory of the third stage. 
The latter differs essentially from the former type of undercon- 


*So, for instance, in the writings of the so-called “lack-of-capital” theorists 
(Spiethoff, Wicksell, Cassel, von Mises, von Hayek, Schumpeter, and others). 
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sumption theory in that it contends — on the basis of arguments 
which are hardly different from those used by the theory of the 
second stage or lack of capital theory (a bitter opponent of the 
theory of the first stage)—that a rise in the rate of saving will 
normally lead to a shift of productive effort from consumers’ goods 
to producers’ goods, although only within certain limits to be indi- 
cated later. Thus, if the term “underconsumption theory” is used, 
it should at least be made clear which of the two types one has in 
mind. One may avoid confusion by confining the term “under- 
consumption theory” to the crisis theory of the first stage, using, 
with respect to the theory of the third stage, the term “overin- 
vestment”’ or “overcapitalization theory,” and this will be my 
procedure in the remainder of this article.’ 


2. FLUCTUATIONS IN THE RATE OF SAVING AS THE COMMON 
POINT OF DEPARTURE OF THE THEORIES OF CRISIS 


The three theories have in common that they hold changes in 
the rate of saving’ to be responsible for crisis, although they differ 
in their conclusions as to the consequences of a rise or a fall in this 
rate. With respect to a rise in the rate of saving, the three theories 
uphold, either explicitly or by implication, the following views: 

1. Underconsumplion theorists.—A rise in the rate of saving will 
not (or at least may not) lead to a shift of productive effort from 


? As a proponent of the underconsumption theory (in the sense defined above) I 
may mention Harold G. Moulton (The Formation of Capital [1935]). In some re- 
spects J. M. Keynes’s views on saving and investment are very close to the approach 
of the underconsumption theory (see n. 6 of this article). 

The number of the proponents of the lack-of-capital theory is considerably larger. 
Hayek, one of the main exponents of this theory, lists the following writers: Spiet- 
hoff, Cassel, Wicksell, von Mises; furthermore, he includes a group of authors who 
partly differ from each other as well as from the aforementioned group. They are 
J. Akerman, B. M. Anderson, Bresciani-Turroni, Budge, Eucken, Fanno, Fasiani, 
Haberler, Halm, Landauer, Machlup, Morgeastern, Robertson, Robbins, Répke, 
Strigl, and Adolf Weber (in Der Stand und die ndchste Zukunft der Konjunkturfor- 
schung: Festschrift fiir Arthur S piethoff [Miinchen, 1933), p. 110). 

The overinvestment theory, in the sense defined above, includes mainly German 
writers on business cycles, for instance: Burchardt, Colm, Marie Hirsch, E. Lederer, 
Liwe, Rosa Luxemburg, Miiller-Armack, Neisser, H. J. Riistow. I should also 
mention J. A. Hobson, Paul H. Douglas, and Foster and Catchings. 


3 By rate of saving I mean the amount of net saving of the community per unit of 
time. 





724 WALTER EGLE 


consumers’ goods to producers’ goods.‘ Instead, it immediately 
results in crisis in the sense of a deflationary disturbance of the 
economy. Saving leads to hoarding.‘ 

2. Lack-of-capital theorists —A rise in the rate of saving will be 
accompanied by an increase in the demand for producers’ goods. 
There will be no crisis as a result of the rise in the rate of saving, 
even in cases of a strong and permanent increase in saving. 

3. Overinvestment theorists —A rise in the rate of saving will, 
within certain limits, be accompanied by a shift of productive 
effort from consumers’ goods to producers’ goods. But a perma- 
nent rise in the rate of saving, or even a constant high rate of sav- 
ing, will lead to a crisis in the sense of overproduction of produc- 
ers’ goods. 

Each of these theories, as is to be expected, maintains that a 
decrease in the rate of saving will result in consequences exactly 
the reverse of those resulting from an increase in the rate of sav- 
ing. The respective views are as follows: 

1. Underconsumption theorists—A fall in the rate of saving 
(here in the sense of an increase in the rate of dishoarding of 
money) will result in a revival of business activity. 


2. Lack-of-capital theorists—A fall in the rate of saving en- 
dangers business activity and will, under certain conditions, re- 
sult in crisis. 

3. Overinvestment theorists.—A fall in the rate of saving is, as 
soon as new plants approach completion, necessary to secure eco- 
nomic equilibrium; saving (net saving) must run through a half- 
circle from zero to zero.° 


4 If I understand him correctly, Mr. Moulton holds that by necessity a rise in the 
rate of saving will not be followed by such a shift in productive effort. Mr. Keynes’s 
position, however, seems to be that the latter process need not necessarily follow the 
former. 

5 This is not expressly stated in the general theoretical parts of Mr. Moulton’s 
treatment of saving and investment, but it follows logically from his position. In 
dealing with the boom period of 1924 to 1929, he holds that the savings were “ab- 
sorbed”’ by the stock market.” If this was the case, they were not hoarded in the or- 
dinary sense. But I do not believe Mr. Moulton thinks that in every case when there 
is a period of lively saving the stock market will “absorb” the funds. 

6 Cf. Hans Neisser, “Monetary Expansion and the Structure of Production,” 
Social Research, I (1934), 444. 
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3. RIGIDITY OF THE ECONOMIC SYSTEM AS THE BASIC ARGU- 
MENT OF ALL THEORIES OF CRISIS 


Each of the three methods of approach thus relates crisis to 
changes in the rate of saving. But the significance with resnect to 
crisis of a change in the rate of saving does not result from the 
fact that such a change involves a shift of productive effort from 
consumers’ goods to producers’ goods, or vice versa, but from 
other elements. Again, with regard to these elements, there is a 
striking similarity between the three methods of approach. For in 
each case the explanation of crisis is, if not expressly, at least by 
implication, based upon the assumption of certain rigidities within 
the economic system—a fact which characterizes the theories es- 
sentially as frictional. Rigidity of the economic system for present 
purposes resolves itself into the two following points: (a) a certain 
immobility of the physical-technical structure of production, 
mainly in the sense of an immobility of the durable equipment; 
(b) a certain rigidity with respect to the prices of the factors of 
production (inflexibility of income contracts and capital charges). 

Both kinds of rigidity underlie (at least in the sense of implicit 
assumptions) the explanation of crisis in each of the three theories, 
and in each case the explanation of crisis consists in two steps, the 
first of which is marked by the argument of rigidity with respect 
to the physical-technical structure of production; the second, of 
rigidity with respect to the prices of the factors of production. 
There is a certain ‘‘division of labor’’ with regard to the functions 
of the two arguments. The argument of technical rigidity is sup- 
posed to explain why a certain behavior of the rate of saving 
causes a disturbance in either the consumers-goods industries or 
in the capital-goods industries, whereas the argument of inflex- 
ibility of the prices of the factors of production serves to explain 
why a partial disturbance of the economic system will result in 
general crisis. This may be briefly demonstrated as follows. 

1. According to the underconsumption theory, an increase in 
the rate of saving results in losses in the consumers-goods indus- 
tries. This argument involves the assumption of immobility with 
respect to the real capital invested in those industries. If the 
plants could, without any friction, change from producing con- 
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sumers’ goods to the production of capital goods, an increase in 
the rate of saving would not result in losses to consumers-goods 
industries. It is these losses which prevent, in the eyes of the un- 
derconsumption theorist, any entrepreneur from borrowing and 
investing the savings, not only in regard to consumers-goods in- 
dustries but also, as we shall see later, in regard to capital-goods 
industries.’ Attention has to be paid especially to the thesis that 
not only in the consumers-goods industries but also in the re- 
mote stages of the capital-goods industries no opening for invest- 
ment will be found. Indeed, the proponents of this theory do not 
hesitate to maintain that the activity of the higher stages of pro- 
duction is, at any moment, strictly determined by the activity of 
the lower stages.*® 

So much for the first step of the theory, from which it is not far 
to the second, i.e., the attempt to explain why an increase in the 


7 See the critical analysis of underconsumption theories by E. F. M. Durbin, 
Purchasing Power and Trade Depression: A Critique of Underconsumption Theories 
(London, 1933). 

Mr. Keynes, who may not consider himself an advocate of the underconsumption 
theory, comes, in some respects, very near to this position. He maintains that an in- 
crease in the rate of saving does not lead to a shift of productive effort from con- 
sumers’ goods to capital goods. 

However, he assumes that losses suffered by the consumers-goods industries will 
not necessarily lead to hoarding of the savings. The producers of consumers’ goods, 
Mr. Keynes argues, will aim to maintain their former scale of operation. In order to 
be able to do this, they must reimburse their business deposits, which have been 
depleted as a result of their failure to sell their output for as much as it costs. There 
is, apart from an extension of bank credit, only one source from which they can re- 
imburse their deposits, namely, the extra savings which have caused, and are equal in 
amount to, their losses (see the review of Mr. Keynes’s theory of saving and invest- 
ment by C. C. S. Shackle, “Some Notes on Monetary Theories of the Trade Cycle,” 
Review of Economic Studies, I (1933), 27 ff. On the basis of this dubious reasoning, 
Mr. Keynes reaches the conclusion that an increase in the rate of saving will not lead 
toa crisis. While in this respect his view differs from that of the underconsumption 
theorist, there remains the striking identity with respect to the thesis that an in- 
crease in the rate of saving will not lead necessarily to an increase in the production 
of capital goods. 

§ Cf. Neisser: “If all consumers’ goods industries should suddenly be deprived of 
markets, owing to a sharp decline in demand for consumers’ goods, there would also 
be a decreased amount of investments, because the profitableness of investments is 
dependent upon the profitableness of the production of consumers’ goods, upon 
which, ultimately, even the remotest stage of the production process depends” 
(“General Overproduction,” Journal of Political Economy, XLII [1934], 445). 





SAVING, INVESTMENT, AND CRISIS 727 


rate of savings will lead to a general crisis. If—in spite of the 
losses of the producers of consumers’ goods—the savings were 
usec. ior investment purposes, the increase in the demand for capi- 
tal goods would, with respect to the system as a whole, offset the 
decrease in the demand for consumers’ goods; in other words, 
overproduction remains partial under those circumstances (in the 
sense of J. B. Say). It is, indeed, the alleged hoarding of the sav- 
ings which accounts for a general shrinkage in demand and pro- 
duction. This part of the theory is discussed sufficiently else- 
where,’ but the point calls for emphasis, that any attempt to ex- 
plain crisis in terms of a deflation rests upon the assumption of a 
certain stickiness of the prices of the factors of production, espe- 
cially wages. Only on the assumption of stickiness of the prices 
which, for the bulk of industries, determine out-of-pocket or oper- 
ating costs is it sound to argue that a shrinkage in the volume of 
money will contract the volume of production and employment. 

2. Basically, the lack-of-capital or undersaving theory makes 
the same approach to crisis. It consists of two steps, proceeding 
from the explanation of a partial disturbance of industry to a 
theory of general crisis, whereby the element of technical rigidity 
serves to explain the initial friction, the stickiness of the prices of 
the production factors, the spreading of unemployment, and the 
shrinking of production. The difference between this theory and 
the underconsumption theory seems to lie partly in the point of 
departure, which is for the former a decrease, not an increase, in 
the rate of saving. According to the lack-of-capital theory, a de- 
crease in the rate of saving means obsolete or uncompleted instru- 
ments of production in the remote stages." 

It is hardly necessary to repeat that this statement, characteriz- 
ing the first part of the lack-of-capital approach to crisis, rests 
upon the assumption of technical rigidity, in the sense of a speci- 
fied use of the new instruments of production. If the new equip- 
ment could be transferred to the reviving consumers-goods indus- 


9 Ibid., pp. 441 ff. 

© The proponents of the lack-of-capital theory generally assume that in a period 
of low interest rates accompanying the increase in the rate of saving it is mainly the 
remote stages of production which add new plants to the existing ones. 
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tries, or if the individual parts of the equipment could be com- 
bined in plants less ‘capitalistic’ than the ones originally planned 
—a way in which a discrepancy between the demand for, and sup- 
ply of, savings could virtually be avoided—a fall in the rate of 
saving would be a rather harmless matter. 

The lack-of-capital theory next assumes that the further story 
of crisis is one of deflation, i.e., that there will be hoarding oi busi- 
ness funds in the capital-goods industries, with a consequent 
shrinkage of income payments, especially wages, and therefore a 
shrinkage of the total flow of money buying consumers’ goods. 
Prices of consumers’ goods will fall and losses will occur. But, 
again, if wages were flexible, the workers discharged in the remote 
stages could be absorbed in the consumers-goods industries, al- 
though money wages and most probably also real wages would be 
on a lower level than before. Thus, when the proponents of this 
theory argue that the primary unemployment in the capital-goods 
industries will induce a secondary unemployment in the consum- 
ers-goods industries and that hoarding, liquidation, and the repay- 
ment of bank debts will be spread over the whole economy, we 
must remember that they assume inflexibility with respect to 
wages and other operating costs. 

3. In the theory of overinvestment the argument of technical 
rigidity is implied in the contention that the economy cannot 
stand a prolonged saving activity of its members. As soon as the 
investment process reaches the stage marked by the technical 
completion of new plants, a decline in the rate of saving is, so one 
argues, necessary to prevent crisis. Why? To quote from Neisser: 

In answer to this, the underconsumption theorists" maintain that, in addi- 
tion to the vertical connection of profitableness which exists between con- 
sumers’ and producers’ goods industries, there is also a technical relation be- 
tween the two spheres: additional investment in any sphere produces a sur- 
plus of finished consumers’ goods which requires a market.” 

If the structure of production is really completed . . . . , a supply of addi- 


tional capital goods no longer exists; therefore if saving does not drop down to 
zero, only a new adaption of the productive resources could preserve equilib- 


™ In our terminology, the overinvestment theorists. 
™ Neisser, “General Overproduction,” op-cit., p. 448. 
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rium and ... . such adaption is to be disregarded on account of the partial 
immobility of the capital. Or to express it otherwise: the process of com- 
pleting the structure of production is one which takes place within a definite 
period of time, since eventually . . . . the additional plant erected through 
the original act of saving . . . . will in its whole capacity need replacement. 
Down to this point the produce of this plant, representing producers’ goods, 
had to be bought out of savings of some kind; with the maturity of the proc- 
ess they come to be purchased out of the revolving business funds 

so far as immobility of capital prevents the adaptation of the productive ap- 
paratus to a changing structure of demand, whether shifting from saving to 
spending or from spending to saving, saving must run through a half-circle 
from zero to zero, if capital destruction and unnecessary disturbances of busi- 
ness are to be avoided.8 


These are the terms in which one overinvestment theorist re- 
jects the idea that, within the limits set by the supply of savings, 
investment can go on indefinitely without any disturbance, simply 
by “turning to higher and higher stages of production.’ 

The second step of the theory of overinvestment hardly differs 
from the one made by the underconsumption theorist. If con- 
sumption is reduced and the flow of goods into the lower stages of 
production is cut off, less and less openings for investment will be 
found. Savings will be hoarded and a general deflationary crisis 
will take place. 


13 Neisser, “Monetary Expansion and the Structure of Production,” of. cit., pp. 
443-44. 

"4 This idea can be found in writings of proponents of the lack of capital theory, 
for instance in Mr. von Hayek’s recent defense of this theory. Besides the lack of 
capital, as I may summarize his view, there exists, for the industry as a whole, no 
internal cause of crisis (he admits a case of overinvestment or overproduction only 
with respect to a single industry, in the sense of Say’s partial overproduction). Cf. 
F. A. von Hayek, “Capital and Industrial Fluctuations,” in Econometrica, Vol. II 
(April, 1934). 

The argument of the overinvestment theorists against this view may not sound 
quite convincing if one takes into consideration a case in which investments actually 
are so directed that the supply of consumers’ goods will not increase at all. But 
where do we ever find a case like that? As things are, a growth of the capital stock 
in a system of free enterprise tends to increase the output of consumers’ goods. And 
only if we could assume that, due to frictionless adaption of the productive re- 
sources, any error of the producers with respect to the future consumptive activity of 
the income recipients could be neutralized by transferring the equipment to “higher 
and higher stages of production,” could one hold that there are no limits to the proc- 
ess of investment. 
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4. DIFFERENT ASSUMPTIONS AS TO THE TYPE OF SAVING AND 
INVESTMENT AS ONE OF THE REASONS FOR DI- 
VERGENT THEORIES OF CRISIS 

With so much agreement as to the two main and undoubtedly 
sound arguments concerning crisis, there must be additional fac- 
tors responsible for the discrepancy of opinion between the three 
types of business-cycle theories. Some of these factors are ac- 
counted for by different assumptions with respect to the form of 
saving and investment. And in so far as the conclusions are de- 
termined by the variant assumptions as to the type of saving and 
investment underlying the respective theories, they are not really 
contradictory to each other. This point has seldom received the 
attention which it deserves. 

I shall not dwell at length upon a classification and description 
of the various forms of saving and investment. With respect to 
saving, I confine myself to mentioning the distinction between 
“voluntary” and “forced” saving, the latter in the sense of saving 
due to an increase in the volume of money, on the one hand, the 
rigidity of income contracts, on the other. It is one element in— 
although not the entire content of—this distinction that in the 
case of voluntary saving the act of saving normally precedes the 
act of investment, whereas in the case of forced saving we have an 
investor before we have a saver. In other words the antithesis of 
saving and investment, the problem of hoarding, is attached only 
to voluntary saving. This phenomenon of hoarding does not ap- 
pear at all in the writings of those who deal with forced saving."® 
This fact explains why some writers advanced what I call a “crisis 
theory of the first stage,”’ i.e., the theory that an increase in the 
rate of saving leads to hoarding and a deflationary crisis; whereas 
others did not think it necessary to pay much attention to this 
phase of capitalistic growth. Writers dealing with forced saving 
have been prevented, by the very fact that they deal with forced 
saving instead of voluntary saving, from stumbling over a rock 
which impeded others. In other words, the proponents of a mone- 

*s A constant or even increasing flow of money, representing consumers’ spending 


as a whole, buys a smaller quantity of goods, due to the decrease in the supply of 
goods, which in itself is a direct result of the increase in the volume of bank credit 


extended to entrepreneurs. 
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tary theory of the business cycle always seek the cause of crisis in a 
later stage of the capitalistic growth. In most cases they are 
“capital-lack” theorists. However, some authors who introduce 
the element of forced saving into their analysis of business cycles 
have arrived at an overinvestment theory.” 

But there is another point at which the distinction between 
voluntary and forced saving has to be kept in mind. Some of the 
earlier proponents of the lack-of-capital idea have advanced their 
theory as a non-monetary approach to business cycles (for in- 
stance, G. Cassel and A. Spiethoff). Other writers (Wicksell, von 
Mises, von Hayek, and others) have linked up the lack-of-capital 
theory with the theory of inflation and forced saving. In the eyes 
of this latter group the monetary approach has considerable ad- 
vantage over the non-monetary one. Mr. von Hayek, at the pres- 
ent the most active among the writers on forced saving, has even 
gone so far as to maintain that the lack-of-capital theory possesses 
value as an explanation of crisis only in connection with forced 
saving. In his opinion forced saving must inevitably lead to a 
crisis, through the appearance of lack of capital; whereas volun- 
tary saving is not likely to result in a discrepancy between the de- 
mand for and supply of savings. His contention that the rate of 
saving, if based upon inflation, must necessarily decrease and 
finally drop to zero rests upon the consideration that any addi- 
tional sum of money brought into circulation in the form of capital 
loans is only temporarily able to force compulsory saving upon the 
public. As soon as the new loan leaves the sphere of investment 
and enters the sphere of consumption, by way of being transferred 
into incomes (wages), its saving effect is gone (in the absence of 
any voluntary saving) and tends to be offset by a consumptive 
effect. The continuance of forced saving, in the sense of creating 
additional capital, therefore depends upon a continuous expansion 
of bank loans, and since forced capital creation will go hand in 
hand with a depreciation of the currency, the increment in bank 
loans outstanding must become progressively greater, even if 
nothing more than a constant rate of saving is to be maintained. 


*6 As we shall see later, these writers do not consider their approach as a monetary 
theory of the business cycle. 
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It is this fact which, not only according to Mr. von Hayek, but 
also according to other writers on forced saving, will inevitably 
lead to an exhaustion of the capacity of the banks for further cred- 
it creations.’ And it is the danger of a sudden breakdown of the 
supply of funds, in the form of a hasty change in the credit policies 
of the banks, which von Hayek apparently wants to stress. For, 
judging from his latest contribution to the problem of forced sav- 
ing, it is not the decline in the rate of saving as such, but the form 
of this decline—a certain abruptness of the downward movement 
—which makes him distinguish between forced and voluntary 
saving. After having been criticized by some writers who pointed 
out that fluctuations in the rate of saving, i.e., the possibility of a 
downward movement during a boom period, are not confined to 
the case of forced saving, Mr. von Hayek now has admitted that a 
decline in the rate of saving (he speaks of voluntary saving) need 
not necessarily lead to a crisis. If the decline does not occur too 
rapidly, to speak more precisely: “As long as the supply of capital 
does not decrease by more than the amount which has so far been 
used to construct the new plant making that equipment,’** there 
is no reason why the demand for new equipment should fall off. 
Mr. Hayek seems to assume that in the case of voluntary saving, 
should there be a decline in the supply of capital, the decrease will 
normally go on with the necessary slowness, however close to the 
zero point. Whether or not this assumption is justified is a ques- 
tion of fact which must be left open here. 

In view of this concession by Mr. Hayek that a fall in the rate 
of saving need not necessarily lead to a disturbance, it seems that 
the lack-of-capital theory has come somewhat nearer to the view of 
the overinvestment theory. However, there is still a distinct con- 
flict between the two approaches. Whereas the lack-of-capital 
theory, in its latest interpretation, says that the rate of saving 
may fall without necessarily bringing about a crisis, the overin- 
vestment theory argues that there must be a decline in savings if 
crisis is to be avoided. After all, the cause of crisis, as seen by the 
lack-of-capital theory, is still the fall of the rate of saving; where- 
as, in the eyes of the overinvestment theory, it is the rise. 


7 Loc. cit., p. 150. 18 Tbid. 
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But there is another aspect of the conflict between the two ap- 
proaches which must be stressed here. It concerns the behavior of 
the rate of saving as such during a boom period. Just as Hayek, 
von Mises, Strigl, and others have tried to prove that the rate 
will necessarily decline after the process of investment has started, 
there are overinvestment theorists who think they can prove that 
it will necessarily rise during the boom. 

In order to understand and explain this part of the conflict, we 
must pay attention to the types of investment. Here again I con- 
fine myself to mentioning a distinction which is directly perti- 
nent to our problem, namely, the distinction between “‘intensive”’ 
growth and genuine technical progress." The Austrian economists 
just mentioned, in order to demonstrate the effects of a lowering 
of the interest rate upon the structure of production, have omitted 
entirely the element of technical progress in their analysis of the 
investment process. Their aim is to show that a decline of long- 
term interest rates accounts for a tendency toward more “‘capital- 
istic” methods of production, i.e., toward an increase of capital per 
worker in the whole of industry (“‘intensive’”’ growth of the econ- 
omy). They consider this tendency as the main feature of a 
cyclical upswing of business. On the other hand, some recent 
writers, mostly German, have advanced a theory of business cycles 
which rests upon the assumption that boom periods are periods of 
rapid technical progress, the main form of which is, according to 
them, the introduction of labor-saving devices.*? They claim that 
savings are used to finance new labor-saving methods of produc- 
tion. 

We must now inquire into the consequences of this difference in 
the assumptions concerning the type of investment upon the ex- 
planation of crisis. 

In the first place, the two groups arrive at different conclusions 
as to the behavior of the rate of savings during “‘boom” periods. 
Although in both cases the point of departure of the analyses is an 
inflationary process, i.e., forced saving, superimposed on the as- 


19 The meaning of these terms will become clear in the following discussion. 


7° Tt may suffice to mention the following names: E. Lederer, A. Liwe, H. Neis- 
ser, F. Burchardt, M. Hirsch, H. J. Riistow, and, in some respects, E. Preiser. 
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sumption of economic equilibrium,” the Austrian writers claim 
that the rate of saving is bound to decline, while the German 
group argues that it will increase. Whereas, according to von 
Mises and von Hayek, the new capital loans created by banks will 
rather rapidly be transformed into consumers’ income (especially 
wages) and spending—a fact which, as already mentioned, ac- 
counts for the necessity of progressive inflation and the final ex- 
haustion of the lending capacity of the banks—the other group 
maintains that with the increase of the number of new labor-sav- 
ing devices reaching the state of technical completion and being 
put into operation, i.e., with the increase of the number of dis- 
charged workers, the new loans will more and more tend to re- 
main in the sphere of investment in the form of windfall profits. 
For, while in von Mises’ and von Hayek’s picture it is only a cer- 
tain “institutional” inflexibility of income contracts, it is, in the 
view of the German writers, a continuous and even increasing 
process of discharging workers which accounts for the fact that 
wages fail to rise in proportion to the increase in the volume of 
bank loans.”* 

The remaining difference between the two groups of theorists is 
simple. Whereas the Austrian group, as we already know, ad- 
vances a theory of capital scarcity, the writers dealing with in- 
vestment in the sense of technical progress arrive at an overin- 
vestment theory. As long as the bulk of the new projects are un- 
der way, no difficulties arise from the fact that workers lose their 
old jobs. Most likely they will not be permanently unemployed, 
but will soon find work in uncompleted or newly started projects, 
financed by forced saving. However, with more and more projects 

* Neither group works with the assumption of voluntary saving, be it in the form 
of hoarded capital funds left over from a previous period of depression or in the form 
of new voluntary savings. 

* As I have shown elsewhere, this latter kind of forced saving, often called “sur- 
plus value savings,” is not—in contrast to forced saving based upon the rigidity of 
the price-level of the factors of production—a monetary phenomenon in the sense 
that it arises only if the volume of money changes. A connection between “surplus 
value savings” and inflation can be constructed only in an indirect way, namely, in 
the sense that bank-credit expansion serves to accelerate the adoption of new tech- 


nical devices and, along with this, causes an acceleration of surplus value saving (see 
“Money and Production,” Journal of Political Economy, XLIII [1935], 322). 





SAVING, INVESTMENT, AND CRISIS 735 


reaching the state of completion, the number of discharged work- 
ers grows, perhaps suddenly.” On the other hand, the pressure of 
the supply with respect to finished goods increases. 

Technical progress, which occurs during periods of industrial revival, is 
made responsible for sharply reducing the demand for specific consumers’ 
goods, by displacing labor and thereby shutting off its demand for specific 
goods consumed en masse.*4 


In view of this fact, it will be increasingly difficult to find oppor- 
tunities for new investment. On account of the unprofitableness 
of investment, not only will the demand for new capital loans 
finally stop, but, in addition, a process of hoarding of business 
funds and, if possible, of repayment of bank loans will set in. 

To sum up: It is at least partly due to different assumptions as 
to the type of saving and investment that we have different the- 
ories of crisis, in spite of the fact that basically the approach is the 
same in all cases. The real controversy lies in the field of assump- 
tions where it can become very outspoken and sharp, as, for in- 
stance, in the case of the problem of whether or not the factor of 
technical progress plays an important réle in boom and crisis.* 
Only careful empirical studies can help to solve this problem. 


5. REAL DISCREPANCIES OF OPINION BETWEEN 
THE THEORIES OF CRISIS 

I am far from maintaining that the issue between the theories is 
entirely a question of the form of saving and investment taken 
into consideration. There are many economists who, although 
dealing with voluntary saving, have not hesitated to say that an 
increase in the rate of saving leads to an increase in the demand for 
capital goods, thus rejecting the antithesis of saving and invest- 
ment as seen by the underconsumption theorist. This is true not 
only with regard to proponents of the lack-of-capital theory but 


23 It all depends on whether or not the bulk of the new projects reach completion 
at about the same time. 

4 Neisser, op. cit., p. 443. 

*s This is not only the issue between the lack-of-capital and the overinvestment 
theories, but also, at the same time, the main issue between the monetary and non- 
monetary theories of business cvcles (see F. Burchardt, “Entwicklungsgeschichte der 
monetaren Konjunkturtheorien,” Weltwirtschaftliches Archiv, Vol. XXVIII [1928]). 
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also with regard to the overinvestment approach. However, be- 
tween the two latter groups there is a difference of opinion as to 
the extent to which they are ready to maintain that an increase in 
saving will lead to a shift of productive effort from consumers’ 
goods to capital goods. The proponents of the lack-of-capital the- 
ory seem inclined to assume that even in the case of a more than 
temporary increase in savings, openings for investment will be 
found (not only if the rate of saving is what one may call high, but 
also if it continues to grow over a long period of time). At least I 
have been unable to discover, within this group, any qualifications 
concerning the readiness of entrepreneurs to invest the savings, 
except, of course, the argument that the interest rates must (in 
the absence of technical innovations) go down, compensating any 
decrease in the marginal physical productivity of real capital. The 
overinvestment theorists, however, argue that the prospects of 
openings become darker the longer the process of saving continues 
(even if the rate of saving does not steadily increase, but stays at 
a certain high level). 

So far I have only repeated what I have stated previously. But 
now I shall come closer to this issue, with a critical examination 
of the respective theories. 

It seems to me that the difference between the views concerning 
the availability of openings has much to do with the extent to 
which the writers argue from the basis of the theoretical scheme of 
economic equilibrium and the nature of the vertical interrelation- 
ships between the consumers-goods and capital-goods industries 
prevailing under those circumstances. The more static the point 
of view of the writer, the more he is inclined to argue that open- 
ings for investment are lacking. Let us first take up the under- 
consumption theory. 

The view that the “profitableness”’ of investment is strictly de- 
pendent on the “profitableness” of the production of consumers’ 
goods is essentially static in the sense that it is derived from the 
system of a stationary economy in which investment consists en- 
tirely in replacement. With respect to replacement it is true that 
the demand for capital goods depends upon the rate of consump- 
tion, or, to speak more precisely, upon the flow of money circulat- 
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ing from the “lower stages’ back to the “higher stages” of pro- 
duction. However, we are not concerned with replacement, but 
with new investments. There is no such direct quantitative rela- 
tionship between the “‘profitableness”’ of new investments and the 
rate of consumption as there is between replacement and the rate 
of consumption. It cannot, of course, be denied that the problem 
of new investments is connected with that of replacement, if only 
through the anticipations of entrepreneurs with respect to the 
profitability of their new projects. But this is something different 
from substituting the conditions of replacement for those of new 
investments, as the underconsumption theorist obviously and 
fallaciously does, thus arriving at the peculiar conclusion that the 
capital stock of an economy cannot grow. To deal with new in- 
vestments in terms solely of replacement, we must leap over the 
transitional period of construction and assume a state of affairs in 
which the “structure of production is already completed.” It is 
obvious, however, that this assumption implies that new invest- 
ments have already actually taken place. 

Since it is the future rate of consumption which decides whether 
or not investments will be profitable, we must admit, on principle, 
that an opening for investment may be found. Even producers of 
consumers’ goods may borrow and invest savings if they antici- 
pate a revival of consumption at the time when they will be ready 
to put the new plants into operation. Whether or not this antici- 
pation proves to be right hardly matters. 

Those arguing in favor of openings usually say that it is mainly 
the capital-goods industries which absorb the savings if there is an 
increase in savings and a fall of the interest rate. This view seems 
to be sound, if only for the reason that an investment process, once 
started, works in favor of those industries and may have a cumu- 
lative effect in the sense that it leads, at least temporarily, to fur- 
ther investments within that part of the production process. It is 
also not unlikely that the losses, going hand in hand with increased 
saving, will not be felt as promptly in the “remote”’ stages as in 
the consumers-goods industries. In other words, at least in a 
short-run sense it can be said that losses arising out of a declining 
demand for consumers’ goods on the lowest stage are more and 
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more compensated and ultimately wiped out by the accumulating 
advantages from lower interest rates. If meant as a long-run de- 
scription of the vertical relationship between the stages, it is, as 
we shall see, much less true. 

There seems to be more justification for the way the overinvest- 
ment theorist “threatens” with static conditions. He admits that 
over a certain length of time saving may be followed by invest- 
ments, especially in connection with technical progress. And 
usually he accepts the view that openings may be found, espe- 
cially in the capital-goods industries— a view which is familiar to 
us from the writings of Spiethoff, Cassel, von Hayek, and others. 
He does not deny that producers of capital goods may mutually 
buy and invest their products in times of low interest rates. But 
he holds that the phenomenon of a one-sided growth of the capital- 
goods industries can only last for a certain length of time. Ulti- 
mately the activity of the capital-goods industries depends upon 
the activity of the consumers-goods industries. In the long run 
we cannot assume that the growth of equipment is concentrated in 
the capital-goods industries, so he says. A case in which all addi- 
tional equipment serves to produce further equipment for the 
capital-goods industries only is purely hypothetical. An increase 
in investment is normally followed by an increase in the output of 
consumers’ goods, or at least by an increased capacity to produce 
such goods. This increased capacity to produce consumers’ goods 
may merely consist in the fact that capital-goods industries, pro- 
ducing equipment for the lower stages, have grown and depend 
upon a higher volume of sales to the producers of finished goods * 

But even if we follow the overinvestment theorist so far, what 
justifies his view that, if the rate of saving fails to decline, a crisis 
must occur? Is his argument that no openings for further invest- 
ment will be found more convincing than the argument of the 
underconsumption theorist that no openings will be found at all? 

26 In a case like that, of course, the “structure of production” is not yet complet- 
ed, additional savings being needed for the instalment of this equipment in the con- 
sumers-goods industries. The overinvestment theorist holds, however, that it is not 
a symptom of a lack of capital if the lower stages fail to increase their equipment, at 


least not under the conditions he has in mind (no decline in the rate of saving). Ac- 
cording to him it is a symptom of a low spending quota. 
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His answer to this question is as follows: the longer the period of 
saving, the less we are justified in assuming that the losses arising 
out of saving will be confined to the consumers-goods industries. 
They will more and more be spread over to the capital-goods in- 
dustries, hand in hand with an increasing overproduction of capi- 
tal goods for the consumers-goods industries. Investment be- 
comes unattractive in all parts of the industry. 

It seems to me that this is the nucleus of the overinvestment 
theory. And I think also that any writer who argues that there 
are no limits to the growth of investment must believe in the pos- 
sibility of an unlimited, one-sided growth of the capital-goods in- 
dustries. This is the only way in which the problem of the condi- 
tions of new investments and that of the rate of consumption 
could, in the long run, be considered as two problems fairly inde- 
pendent of each other. Although theoretically the two ques- 
tions are never identical, even if we reject the idea of an independ- 
ent growth of the capital-goods industries as a long-run phenome- 
non, we would have to say that replacement becomes more urgent 
the greater the number of projects reaching the state of technical 
completion, and this makes our previous distinction between the 
conditions of new investment and those of replacement more and 
more illusory. 

In dealing with the problem of the conditions of investment, 
a whole series of factors must be taken into account. One of them 
is the general business situation (whether boom or depression peri- 
ods). In a state of severe depression, even a decline of interest 
rates to zero may not be enough to stimulate investment. While, 
in view of such a situation, a dogmatic proponent of the interest- 
rate argument is—unless he wants to argue that negative interest 
rates would correct the situation—at the end of his wits, some- 
thing can be said in this case in favor of the underconsumption 
theory. This theory fails completely to explain why there are 
periods of considerable length during which the capital stock of an 
economy grows (for instance, in the United States from 1924 to 
1929). But it can at least explain a revival of the demand for 
capital goods, starting from a state of depression. An actual or 
anticipated increase in the demand for consumers’ goods (going 





740 WALTER EGLE 


hand in hand, for instance, with a public spending program) will— 
so one may interpret this theory—induce producers of consumers’ 
goods to buy more equipment. Savings, not in the sense of a cur- 
rent flow of savings, but in the sense of hoarded funds accumu- 
lated during the depression, will be absorbed and, together with 
the growing funds resulting from receipts covering more than di- 
rect costs, will be used for financing investments. Indeed, the un- 
derconsumption necessarily presupposes a state of economic un- 
balance as the starting-point of investment (which may be mostly 
replacement of old equipment). And, starting from there, this 
theory has all it needs for making plausible how production might 
grow at both ends simultaneously. There are unemployed factors 
of production, both workers and equipment. Furthermore—and 
this is the decisive point—there are savings which, having gained 
the quality of hoards in a deflationary process during the depres- 
sion, do not mean a decrease in the demand for consumers’ goods 
with regard to the point in time under consideration. They affect 
the industries, when being brought into circulation, like newly 
created money. 

We may very well have to accept, at least in the sense of a the- 
oretical possibility, the view of the underconsumption theory, if 
we deal with the initial revival of investment in a period of depres- 
sion. When it comes to the question of why the process of invest- 
ment goes on and reaches greater dimensions during the boom, 
however, this theory leads us nowhere. Must we not, then, as- 
sume that it is a current flow of savings rather than the accumu- 
lated depression savings upon which the financing of investment 
rests? 

Besides the general business situation, the following factors are 
significant with respect to the determination of the length of time 
elapsing between saving and investment: the existence or nonex- 
istence of new technical ideas; the degree of flexibility of the inter- 
est rates; the attitudes of the saving public and the banks with 
respect to investment (when and where to invest); the extent of 
the savings process (whether the increase in the rate of saving is 
sudden and strong or only gradual and small); furthermore, such 
an element as the degree of flexibility of the technical ratio be- 
tween labor and real capital (determining the marginal physical 
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productivity of capital in case of a one-sided growth of this factor 
of production and therefore the extent to which the interest rate 
has to fall before savings will be invested). I cannot enter into a 
discussion of all these points. But it goes without saying that the 
hope of arriving at general rules concerning the length of time 
elapsing between saving and investment is very small. 


6. THE THEORIES AS FRAGMENTS OF AN EXPLANATION 
OF CRISES 

Each of the theories is in the nature of an attempt to ascertain 
a few final factors and typical “‘constellations’’ of these factors as 
the causes of crisis. It was the aim of the foregoing sections to 
demonstrate this fact. As an ever recurring element of the expia- 
nation we found the factor of rigidity, on the one hand, with re- 
spect to the technical structure of production and, on the other 
hand, with respect to the price-level of the factors of production. 
This factor functions, so to speak, as the “hotbed” of crisis. On 
the other hand, the factor of fluctuations in the rate of saving 
showed up in all cases as the motivating force.*”7 There can be no 
doubt that one of the major aspects of these fairly abstract theo- 


ries is the attempt to make the specific phenomenon of a general 
overproduction logically plausible, an attempt for which J. B. 
Say’s ‘“‘Law of Markets” and his contention of the impossibility 
of general overproduction and glutting of markets seems to be 
partly responsible. We met this attempt especially in what I have 
called the second step of each analysis (deflation).”* A great many 
writers admit—and the rest of them should admit—that their 


27 “Sicher gibt es ein bestimmtes Minimum von Daten, dem die typische Grund- 
form des Zyklus, der Wechsel zwischen Aufschwung und Niedergang, zuzurechnen 
ist. Man streitet zwar noch heftig iiber diese im strengsten Sinne kausalen Elemente. 
Analysiert man aber die modernen Theorien genauer, so sind es immer die gleichen 
zwei Faktoren, auf denen in jeweils verschieden-artiger Verkniipfung die Kausaler- 
klarung aufbaut: Technik und Kapitalversorgung in der besonderen Auspriignug, 
die beide zu den Strukturmerkmalen des Hochkapitalismus tiberhaupt erhoben hat” 
(Adolf Léwe in Der Stand und die nichste Zukunft der Konjunkturforschung: Fest- 
schrift fiir Arthur Spiethoff [Miinchen, 1933], pp. 156-57). 

28 Only in a very few instances has a theorist tried to explain crisis without taking 
refuge in money. I may mention a non-monetary approach, made by R. Stucken, 
who argues that the rigidity of the structure of the consumers’ demand (Bindung der 
Konsumenten an eine standesgemdsse Lebensfithrung) allows us to think of a case of 
general overproduction, independent of money and deflation. 
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theory is only part of a real explanation of crisis which has to be 
historical-individual in the sense that it deals, in each case, only 
with a certain historical crisis, and furthermore that it proceeds in 
the form of deducing a certain historical and individual phenome- 
non from other equally historical and individual phenomena. This 
view, which cannot be discussed here, can very well be reconciled 
with the other, that there is a certain number of typical factors 
and constellations of data which show up in any cycle and which 
form, so to speak, the “‘skeleton’”’ (Adolf Léwe) of any business 
cycle and its explanation. But what is this number of typical 
factors, this skeleton of business-cycle theories? The fact that we 
have more than one type of theory indicates that there is some dis- 
agreement as to the selection of typical factors. To be sure, there 
is a certain minimum of factors upon which all writers seem to 
agree. But it does not comprise more than the very elementary 
data of technical rigidity and the inflexibility of the price-level of 
the factors of production. Here we are far from an explanation of 
crisis. When it comes to the question of the motivating force, the 
disagreement begins. The fact that all of the writers have cast 
their eyes upon the rate of saving and its fluctuations does not 
mean much, since some of them argue that it is the rise of this 
rate, and others that it is its fall, which leads to the disturbance. 
Moreover, we have to keep in mind that this factor, fluctuations in 
the rate of saving, is only a formula for other dynamic factors 
standing behind it (a temporary inflationary policy of the banks, 
on the one hand, rapid technological progress, on the other). It is 
therefore obvious that the claim of working with the minimum of 
typical factors cannot very well be made by each of the three the- 
ories if the dynamic force is to be included in that minimum. 

As long as we are lacking sufficient empirical data concerning 
the business cycles of the last hundred or hundred and fifty years, 
the various theories can, at the best, be considered merely as the- 
oretical possibilities. None of them can claim a monopoly in ex- 
plaining crisis. It may be that even to the extent to which the the- 
ories go the business cycles vary from each other. Moreover, it is 
possible that all the mentioned factors are present in any cycle, 
but that their importance is overrated by the various theories. 
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I. ORIGIN AND GENERAL PURPOSE OF THE LAW 


HE Banking Act of 1935 consists of three parts or “titles.” 
Title I revises and makes permanent the program of federal 


deposit insurance inaugurated January 1, 1934; Title II 
consists of amendments to the Federal Reserve Act; and Title III 
is made up of amendments to the banking laws in general, many 
of which are technical in character. The three titles are to some 
extent interrelated, but each might have been enacted as a sepa- 
rate measure. 

Mr. Leo T. Crowley, chairman of the Federal Deposit Insur- 
ance Corporation, Mr. Marriner S. Eccles, governor of the Fed- 
eral Reserve Board, and Mr. J. F. T. O’Connor, Comptroller of 
the Currency, prepared tentative drafts of legislation covering 
Titles I, II, and III, respectively. The bill was introduced in the 
House and the Senate early in February, 1935. The House passed 
the measure with relatively little amendment; but in the Senate, 
Title II especially was materially revised. Responsibility for the 
Senate changes rests primarily with a subcommittee headed by 
the veteran Senator Carter Glass, of Virginia, one of the men 
most influential in framing the Federal Reserve Act in 1913. The 
general purposes of the law can best be set forth by a brief analysis 
of the three titles in order. 


II. FEDERAL DEPOSIT INSURANCE 


The Banking Act of 1933 created a Federal Deposit Insurance 
Corporation. Provision was made for temporary insurance to be- 
come operative January 1, 1934, and to continue for six months 
only. This plan was extended one year by an amendment effec- 
tive June 16, 1934; and the amount of insurance per depositor 
was increased from $2,500 to $5,000. The temporary plan was 
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again extended sixty days by a last-minute joint resolution ap- 
proved June 28, 1935. The former deposit insurance law has been 
completely rewritten; Title I therefore embodies all of the legisla- 
tion with respect to federal deposit insurance. 

The Federal Deposit Insurance Corporation—Under the new 
law deposits continue to be insured in a Federal Deposit Insur- 
ance Corporation (hereinafter referred to as the “Corporation”’), 
which is essentially government owned and controlled. The gov- 
ernment contribution of $150,000,000 of capital stock and the 
Federal Reserve banks’ subscription of one-half of the surplus as 
of January 1, 1933 (approximately $139,000,000), are retained. In- 
sured banks, however, are not required to purchase stock under 
the new law. The Banking Act of 1933 had provided for dividends 
on the Class A stock owned by the government and the insured 
banks (the Class B stock owned by the Federal Reserve banks was 
not entitled to dividends).? No dividends are to be paid upon any 
stock under the terms of the new law; the officers of the Corpora- 
tion frankly anticipate that expenses of administration and losses 
due to bank failures will absorb any possible income from opera- 
tions. Stock in the Corporation shall hereafter be without par 
value, and the board of directors may allocate to surplus any 
portion of the government and Federal Reserve Bank contribu- 
tion that it sees fit. The purpose of this is to enable the Corpora- 
tion to charge losses in excess of the bank assessments to surplus 
rather than to capital, and thereby to obviate capital impairment. 

Participation by banks——All banks which have been insured 
under the temporary plan continue automatically in the perma- 
nent program.’ For national banks and state bank members of 
the Federal Reserve System deposit insurance is mandatory. Non- 
member banks with deposits of $1,000,000 must join the Federal 
Reserve System by 1942. Small state banks (deposits less than 
$1,000,000) may participate in the insurance program indefinitely 
without joining the Federal Reserve System. Strictly savings 


* Sec. 101 (d), Title I, consists of a single section (Sec. 101 with numerous sub- 


sections). 
? Banking Act of 1933, Sec. 8; Federal Reserve Act, Sec. 12 B (c) and (d). 


3 Sec. 101 (e) and (f). 
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banks, mutual savings banks, Morris banks, or institutions en- 
gaged in a similar type of business, trust companies having no 
commercial business, or banks located in the territories are not 
required to become members of the Federal Reserve System.‘ 

Non-member banks —Non-member banks not now insured may 
be admitted after examination. Banks have been admitted here- 
tofore if their sound assets equaled the deposits. The new law 
states that the assets of the bank “‘in excess of its capital require- 
ments” must be adequate to enable it to meet all of its liabilities. 
That is, the capital must also be unimpaired. New national banks 
or state banks becoming Federal Reserve members in the future 
must qualify for insurance before getting a charter or being ad- 
mitted to Federal Reserve membership, respectively. The Cor- 
poration cannot control the chartering of new non-member state 
banks, but it may deny insurance to a new bank which it believes 
to be unnecessary or economically unsound. The law makes defi- 
nite provision for this by specifying the factors to be considered be- 
fore insurance is granted.’ These must be as follows: “ ... . the 
financial history and condition of the bank, the adequacy of its 
capital structure, its future earnings prospects, the general charac- 
ter of its management, the convenience and needs of the com- 
munity to be served by the bank, and whether or not its corporate 
powers are consistent with the purposes of this section.” 

Termination of insurance—As noted above, national banks and 
state member banks must participate in the insurance program. 
Insurance is automatically terminated if, for any reason, a mem- 
ber bank ceases to be a member of the Federal Reserve System. 
The only way that a national bank can avoid the responsibility 
of insurance is to obtain a state charter, and the only way out 
for a state member bank is to withdraw from Federal Reserve 
membership. 

Non-member state banks, however, may voluntarily terminate 
their insurance. They are permitted to terminate their insurance 
within thirty days after the effective date of the Act (August 23, 
1935) by giving written notice of their desire to the Corporation. 
In such event the directors of the Corporation are required to 


4 Sec. ror (y). 5 Sec. 101 (6) and (g). 
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give notice to the depositors, and the insurance of deposits con- 
tinues for twenty days beyond the thirty-day period.® 

After the initial thirty-day period has passed, a non-member 
bank may terminate its insurance upon ninety days’ written notice 
to the Corporation.’? The board of directors of the Corporation 
may terminate the insurance of any participating bank for con- 
tinued unsafe or unsound practices or for repeated violation of the 
law or regulations to which the bank is subject. If a bank is ex- 
pelled from membership, notice must be given to the Comptroller 
of the Currency in the case of national banks, to the Board of 
Governors of the Federal Reserve System in the case of state 
member banks, and to state supervisory officers in the case of 
state banks. Hearing must be granted to the bank which is ex- 
pelled from membership. Whenever a state member bank has its 
insured status terminated by action of the directors of the Cor- 
poration, it shall cease to be a member of the Federal Reserve 
System. When the insured status of a national bank is termi- 
nated, the Comptroller shall appoint a receiver for the bank. 
When insurance has been terminated either voluntarily or by 
action of the board of directors, deposits shall continue to be 
insured for a period of two years. New deposits in such a bank 
are not covered by insurance. 

Identification of an insured bank.—All insured banks are re- 
quired to display at each place of business a statement to the 
effect that its deposits are insured. It must also include in all 
advertisements relating to deposits a statement to the effect that 
its deposits are insured by the Corporation. Any false statement 
with respect to insurance is made a criminal offense.* 

The amount of insurance per depositor —The maximum amount 
of insurance for any depositor is $5,000 in any one insured bank.’ 
Trust funds deposited in a participating bank shall be insured 
subject to a $5,000 limit for each trust estate. This insurance is 
in addition to the insurance of the deposits of the owner or bene- 
ficiaries of such trust estate."® A depositor may increase the 

* Sec. ror (i), par. (2) and (3). 

7 Sec. ror (i), par. (1). 8 Sec. 101 (v), par. (1) and (2). 

* Sec. ror (/), par. (1). 10 Sec. ror, (4), par. (9). 
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amount of insurance protection by dividing his business among 
several insured banks, but this appears to have been done only 
to a limited extent.” 

The new law continues the maximum insurance of $5,000 per 
depositor, which has been in effect since the passage of the amend- 
ments of June, 1934. All insured banks remain in the Permanent 
Insurance Fund; so the average depositor will note little change. 
As contrasted to the permanent plan provided for in the Banking 
Act of 1933, however, there is a marked change. The former law 
would have fully insured all deposits up to $10,000; upon amounts 
above $10,000 there was partial coverage, amounting to 75 per 
cent upon the portion of the deposit account between $10,000 and 
$50,c00 and 50 per cent upon all above $50,000. 

Statistics of the Corporation based upon experience under the 
temporary plan show that 98.5 per cent of the 51,000,000 deposit 
accounts in insured banks are below $5,000. But the large accounts 
make up such a high proportion of the total amount of deposits 
that the Corporation’s liability with a $5,000 limit is only about 
45 per cent of the total deposit liability of the insured banks. On 
June 30, 1935, the Corporation reported that the total deposits of 
insured banks were $41,000,000,000; of this amount, only 
$18,000,000,000 was insured.” Insurance according to the pro- 
visions of the 1933 law would have brought about a great in- 
crease in the liability of the Corporation for the benefit of only 
about one out of every one hundred bank depositors. Larger de- 
positors are in a better position to know the condition of their 
bank. Moreover, they are frequently borrowers who, in the event 
of failure, can generally offset their deposit against their own in- 
debtedness."? There appears therefore to be some social justifica- 
tion for not granting them 100 per cent protection. 

Insurance premiums.—Insured banks must pay assessments of 
one-twelfth of 1 per cent per annum upon their total net de- 
posits."4 It will be noted that the assessment base is /otal deposits, 

™ The author bases this statement upon a check-up of conditions in representa- 
tive banks in the State of Washington. 

" Report of the Federal Deposit Insurance Corporation as of June 30, 1935. 

3 Ruling Case Law, III, 529. *4 Sec. ror, (4), par. (1). 
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not insured deposits. The volume of deposits upon which the 
assessments are to be collected is more than double the amount 
of insured deposits. There has been some protest on the part of 
the larger banks that basing the assessments upon total deposits 
is inequitable. In the banks in the state of New York only 23.7 
per cent of the total volume of deposits was covered under the 
temporary plan; in Vermont, on the other hand, deposits were 
84.07 per cent covered.’’ The Banking Act of 1933 also stipulated 
that, under the permanent plan, assessments were to be based on 
the total net deposits. 

Mr. Crowley, chairman of the Board of the Federal Deposit 
Insurance Corporation, supported his recommendation for con- 
tinuing this principle primarily upon the necessity of raising suff- 
cient revenue without unduly burdening the small banks. He fur- 
ther contended that the greater stability of the banking system 
which should result from deposit insurance will be a real benefit 
to all banks, large and small."* It might be added that the Bank- 
ing Act of 1933, under which deposit insurance was inaugurated, 
prohibited the payment of interest on demand deposits, and that 
the larger banks especially have been the beneficiaries of this pro- 
vision. As a matter of fact, the smaller banks have been deprived 
of interest upon the balances which they maintain with city corre- 
spondents; since they did not ordinarily pay interest upon their 
demand deposits, they have thereby suffered a net loss. 

The Senate amendment provided that assessments would be 
terminated when the assets of the Corporation exceeded $500,- 
000,000. This provision was eliminated from the bill as finally 
passed. 

The balance in the Temporary Insurance Fund to the credit 
of the insured banks is to be applied toward the payment of their 
assessments next becoming due until the credit is exhausted."’ 

The special fund for mutuals, created by the amendments of 


1s Federal Reserve Bulletin, February, 1935, p. 122. 

© Hearings on the Banking Act of 1935 before the Senate Subcommittee, p. 29. 

*? The board of directors has authorized a credit to the banks in the Fund and 
in the fund for mutuals as of June 30, 1935, in the amount of $41,461,326.14. This 
constitutes a refund of 100 per cent of the assessments paid to the Corporation by 
those banks which were insured on June 30, 1935. 
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June 16, 1934, is also consolidated into the Permanent Fund. The 
directors of the Corporation have power, at their discretion, to 
open a new and separate fund for the benefit of mutual savings 
banks. The assets of this fund would be kept separate from those 
of the Permanent Insurance Fund."* Mutual savings banks have 
been eligible for insurance under the temporary plan, but only 
68 out of 574 have availed themselves of the privilege.*® The crea- 
tion of a permanent fund for mutuals and repeal of the require- 
ment that they must ultimately join the Federal Reserve System 
may increase their participation in the insurance program. 

Payment of insurance to depositors of insolvent banks —The Cor- 
poration will act as receiver for all insolvent national banks; if re- 
quested by the state supervisory authority, it may act as receiver 
for insured state banks.” It will be compensated for this service 
on a basis approved by the Comptroller.” 

The Corporation now has the option of organizing a new na- 
tional bank, to which insured deposits are then transferred, or 
making payment in any other manner that the directors of the 
Corporation may prescribe. Formerly, a “new bank” was re- 
quired, which was to be liquidated within two years if capital 
stock could not be raised locally to continue its existence. It has 
been found by experience under the temporary plan that the 
formation of a new bank is expensive and that its existence is an 
invitation to the community to raise capital for its permanent 
continuation even when a new bank in the locality is unnecessary 
and likely to be uneconomic. The Corporation still has the right 
to form a new bank and will no doubt frequently elect this 
method of paying claims, but it is not mandatory upon it to do so. 
If a new bank is organized, its stock may be sold; and it will then 
become a regularly authorized national bank, or it may be merged 
with an insured bank. If neither of these alternatives is followed 
within two years, the bank will be liquidated.” Transfer of deposits 
to a “new bank,” even temporarily, makes much less of a demand 
upon the cash funds of the Corporation. Ordinarily, a cash de- 


"8 Subsec. (), par. (1). 
*9 Report of the Federal Deposit Insurance Corporation as of June 30, 1935. 
2° Subsec. (/). # Subsec. (m), par. (1). 22 Subsec. (/). 
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posit of 10 per cent of the amount of the insured deposits will be 
adequate to meet the immediate cash withdrawals from the “‘new 
bank.” It is therefore desirable that the Corporation retain the 
right to create a “new bank,” and equally as desirable that it 
should not be required to do so. 

Experience under the temporary plan shows that insured de- 
posits are available within ten days after the closing of the bank.” 
Immediate availability is highly important in preventing business 
paralysis when the failed bank is the only one in the community. 
The Corporation can proceed with the liquidation of the bank in 
an orderly manner without being under pressure to procure cash 
at the cost of sacrificing the bank’s assets. The Corporation be- 
comes entitled to liquidation dividends to the extent of the insured 
amount of deposits.*4 It will, therefore, have a financial interest 
in liquidating insolvent banks as economically as possible. 

Investment of the corporations’ funds—The Corporation may 
purchase assets of an insured bank from a receiver or liquidator; 
it can make loans upon the assets of insolvent banks; and, up to 
July 1, 1936, in order to avert loss, it may assume the liabilities 
of an insured bank. Funds not otherwise employed may be in- 
vested in government securities or securities guaranteed as to 
principal and interest by the government. Money may be de- 
posited temporarily with any Federal Reserve bank or the United 
States Treasurer.**> As of June 30, 1935, the total assets of the 
Corporation were $336,802,000, of which $315,080,000 were 
United States government securities, $17,407,000 were cash, and 
$2,702,000 represented advances to “new banks” to pay claims 
and subrogated claims to depositors of closed banks, members of 
the fund. 

The net interest earned on securities for the year ended June 
30, 1935, was $7,735,875, to which was added $1,321,319 profit 
on securities sold. Operating expenses were $2,832,227. After 
making provision for net insurance losses, the income of the 
Corporation exceeded its expenses by $4,716,409 for the year 
from July 1, 1934, to June 30, 1935. But in the period from the 


23 Hearings on the Banking Act of 1935 before the Senate Subcommittee. 
24 Subsec. (/), par. (7). 2s Subsec. (m). 
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establishment of the Corporation in September 11, 1933, to June 
30, 1934, Operating expenses and deposit insurance losses exceeded 
income by $480,047. In spite of these losses in the early months 
of operation, the net income of the corporation from date of or- 
ganization to June 30, 1935, was more than $4,000,000. Accord- 
ingly, banks in the Fund on June 30, 1935, were given credit for 
100 per cent of the assessments which they had paid in to the 
Corporation. Because of the net loss during the early months, 
the banks which withdrew on June 30, 1934, forfeited approxi- 
mately 1.59 per cent of the assessments they had paid in.” 

Obligations issued by the Cor poration—For the purpose of sup- 
plementing its own resources if bank failures should be excep- 
tionally heavy, the Corporation may issue and have outstanding 
notes, bonds, or other obligations in an amount equal to three 
times the payments received on account of capital stock and the 
1936 assessments upon insured banks. As of June 30, 1935, capital 
was approximately $290,000,000; it is estimated that assessment 
payments in 1936 will be approximately $34,000,000. The total 
obligations outstanding accordingly may be about $972,000,000 
in addition to capital, surplus, and reserves. 

The Secretary of the Treasury is authorized to purchase, at his 
discretion, the obligations of the Corporation. Under the terms 
of the Reconstruction Finance Corporation Act the Reconstruc- 
tion Finance Corporation must buy $250,000,000 of debentures 
or other obligations at the request of the directors of the Federal 
Deposit Insurance Corporation; and, if for any reason it fails to 
buy the full amount, the Secretary of the Treasury is “authorized 
and directed” to buy the portion which the Reconstruction Fi- 
nance Corporation does not purchase. The Secretary is also “au- 
thorized and directed” to buy an additional $250,000,000 when 
called upon by the directors of the Corporation to do so.’ 

Supervisory powers of the Federal Deposit Insurance Corpora- 
tion—The ultimate success of the deposit insurance program is 
dependent largely upon the extent to which the Corporation is 
able to minimize losses. The new law contains certain safeguards 


* Report of the Federal Deposit Insurance Corporation as of June 30, 1935. 
27 Subsec. (0). 
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not found in former legislation which should be welcomed by the 
sound and well-managed banks. These provisions are found, first 
of all, in the increased power of supervision and examination 
which has been given to the directors of the Corporation over 
banks which are at present insured. The Corporation may now 
examine all insured banks; this is of special significance in connec- 
tion with non-member state banks, which are not otherwise sub- 
ject to federal supervision.** If abuses disclosed by examination 
are not corrected within a reasonable time, the Corporation may 
publish the pertinent sections of the examination report.*? Banks 
may be expelled from the Fund.*° In order to eliminate weak or 
uneconomic banks now in the Fund, the directors of the Corpora- 
tion are authorized, up to July 1, 1936, to facilitate a merger of 
an insured bank with another insured bank in the same locality 
either by making a loan to the purchasing bank or guaranteeing 
it against loss from the assumption of assets.** 

During the past two years the capital of insured banks has been 
built up by the issue and sale to the Reconstruction Finance Cor- 
poration of preferred stock or capital debentures to the extent of 
approximately $900,000,000. It is expected that this capital stock 
will be gradually retired; but some banks, mistaking liquidity for 
solvency, have sought to pay off this stock prematurely. Retire- 
ment of such preferred stock or debentures or other capital re- 
duction must be approved by the Corporation or the Comptroller 
of the Currency. To prevent the Corporation from being saddled 
with the assets of an unsound bank, merger of an insured bank 
with another bank may occur only if satisfactory to the Corpora- 
tion.** Interest paid upon deposits of insured banks is subject to 
regulation.*3 

Standards of admission for approximately 1,100 licensed banks 
not now in the Fund and for banks which are incorporated in the 
future are raised, as noted above. Banks have been admitted 
heretofore if their sound assets equaled the deposits; hereafter 


28 Subsec. (&), par. (2). 29 Subsec. (v), par. (7). 
3° Subsec. (/), par. (1). 3* Subsec. (m), par. (4). 
3? Subsec. (v), par. (4). 33 Subsec. (v), par. (8), Sec. 324. 
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the capital also must be sound.*4 The Corporation is permitted 
to refuse to admit a new bank which it believes to be unnecessary 
or economically unsound.*s In this way the board of directors 
will be in a position to deter any state banking official from ill- 
advisedly chartering new banks, inasmuch as the Corporation 
does not have to insure every bank which may be established in 
the future. It is assumed that, when deposit insurance has be- 
come generally accepted, a new bank which is unable to qualify 
for admission to the Fund will find it so difficult to attract de- 
posits that prospective incorporators will withdraw their applica- 
tion if denied insurance. 


Ill. AMENDMENTS TO THE FEDERAL RESERVE ACT 


Title II of the new law affects the operation of the Federal Re- 
serve System. The principal changes made are as follows: 

Reorganization of the Federal Reserve Board—The Federal Re- 
serve Board is to be completely reorganized February 1, 1936, 
and a new “Board of Governors of the Federal Reserve System” 
will be appointed by President Roosevelt at that time. There will 
be seven members of the Board appointed for a term of fourteen 
years “unless sooner removed for cause by the President.’’ It is 
provided, however, that the terms of the members who are ap- 
pointed to replace the present Board must be so arranged that 
not more than one member’s term shall expire in any two-year 
period. A Board member who has served a full term of fourteen 
years cannot be reappointed. 

The Secretary of the Treasury and the Comptroller of the 
Currency are to be dropped from the Board.** Other members of 
the present Board may be appointed to the new Board of Gov- 
ernors if the President desires.*7 

Hereafter the governor and vice-governor of the Board shall 
be known as the chairman and vice-chairman, respectively. They 
are designated by the president to serve as such for a term of four 


34 Subsec. (f), par. (2). 3s Subsec. (g). 36 Sec. 203. 

37 On September 19, 1935, President Roosevelt announced the reappointment of 
Governor M. S. Eccles, effective February 1, 1936; at the same time he designated 
him as chairman of the Board for a four-year term. 
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years. Salary of Board members is raised to $15,000 per year 
(equivalent to that of a Cabinet member).* The pension plan 
for Board members contained in the original draft of the bill was 
not included in the Act as passed. 

Executive officers of Federal Reserve banks——The executive of- 
ficers of a Federal Reserve bank shall hereafter consist of a presi- 
dent and vice-presidents to be appointed by the board of directors 
of the bank. The president and first vice-president shall be ap- 
pointed for a term of five years, and their appointment is subject 
to the approval of the Board of Governors of the Federal Reserve 
System (the new name for the Federal Reserve Board).*® The 
directors of the Federal Reserve banks were given power, under 
the original Federal Reserve Act, to appoint necessary officers 
and define their duties. Under this authority the offices of gov- 
ernor and deputy-governors had been created. The new law gives 
these officers specific legislative recognition, a new designation, 
fixes their term at five years, and makes the appointment of the 
president and first vice-president subject to approval by the Board 
of Governors of the Federal Reserve System. No change was 
made in the title or duties of the Federal Reserve agent. The 
method of appointment and tenure of the directors of the Federal 
Reserve banks likewise remains unchanged. 

Capital Requirements for Federal Reserve membership —The Board 
of Governors of the Federal Reserve System may waive the capital 
requirements for admission of a state bank to membership in the 
Federal Reserve System, if the bank is required to become a mem- 
ber in order to participate in deposit insurance after July 1, 
1942.° It is further provided that the Board may require the 
bank to increase its capital within a reasonable period. In no case 
shall the bank be required to increase its capital to an amount in 
excess of that required for the organization of a national bank in 
the same place. 

Rediscounts and loans to member banks.—The provisions of Sec- 
tion 10 (b) of the Federal Reserve Act, which had expired on 
March 3, 1935, were re-enacted and made permanent with certain 
modifications. This section permits a Federal Reserve bank to 


38 Sec. 203. 39 Sec. 201. 4° Sec. 202. 
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make advances to a member bank upon notes, having maturity 
of not more than four months’ time, which are “secured to the 
satisfaction of such Federal Reserve bank.” Such notes shall bear 
a rate of interest not less than one-half of 1 per cent per annum 
higher than the highest discount rate in effect at the Federal 
Reserve Bank on the date of such note. The former limitation of 
Section 10 (6) that such advances may be made only “in excep- 
tional and exigent circumstances” was eliminated. No change was 
made in the general right of member banks to rediscount short- 
time commercial paper or to use such paper as collateral in se- 
curing advances on their own promissory notes (Sec. 13, Federal 
Reserve Act). The provision in the original House bill permitting 
advances to be made upon any “sound assets” was not included 
in the law as passed. 

Collateral for note issue—No change was made by the Banking 
Act of 1935 with respect to the security for Federal Reserve notes. 
Advances to member banks under the terms of Section 10 (6) do 
not give rise to paper which is eligible as collateral for Federal Re- 
serve notes. The provision of the Glass-Steagall Act of February 
27, 1932, which authorized the use temporarily of United States 
government securities as collateral for Federal Reserve notes, has 
been extended from time to time, the present expiration date 
being March 3, 1937.” This is the time limit for the extension of 
the Glass-Steagall Act by presidential proclamation. Thereafter 
collateral can consist only of gold or eligible paper. 

Federal Open Market Commitiee—The present Federal Open 
Market Committee is superseded by a new committee consisting 
of the Board of Governors of the Federal Reserve System and 
five representatives of the Federal Reserve banks. These five repre- 
sentatives shall be elected annually by the boards of directors of 
the Federal Reserve banks. One will represent the Federal Reserve 
banks of Boston and New York; one, Philadelphia and Cleveland; 
one, Chicago and St. Louis; one, Richmond, Atlanta, and Dallas; 
and one, Minneapolis, Kansas City, and San Francisco. 

The Committee must meet at least four times each year in 
Washington. A complete record must be kept of action taken by 


# Sec. 204. # Federal Reserve Bulletin, March, 1935, pp. 144, 182. 
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the Committee. (A similar requirement is imposed with respect 
to the action of the Board of Governors.) The record shall include 
the votes taken in connection with policy determination and the 
reasons underlying the action of the Committee. A copy of this 
record must be included in the annual report of the Board. The 
time and volume of open-market purchases and sales shall be 
governed with a view to accommodating commerce and business 
and with regard to their bearing upon the general credit situation 
of the country.* 

Heretofore responsibility for open-market policy has been “dif- 
fused” between the Open Market Committee, the Federal Re- 
serve Board, and the directors of the twelve Federal Reserve 
banks. Policy-making is now centralized in the Committee. Here- 
after participation by a Reserve bank in open-market operations 
recommended by the Committee is mandatory. 

Obligations which are guaranteed by the United States as to 
principal and interest are added to the list of securities which are 
eligible for open-market purchase or sale by Federal Reserve 
banks. The law specifically limits purchase of government or 
government-guaranteed obligations to those made in the open 
market; direct purchase is thereby barred.‘ 

Establishment of discount rates—Rates of discount are to be 
established by the Federal Reserve banks every fourteen days or 
oftener if deemed necessary by the Board. The rates established 
continue to be subject to “review and determination” by the 
Board. The new law merely specifies that the rates shall be estab- 
lished every fourteen days, thereby bringing the rates before the 
Board for review frequently.* 

Reserves of member banks —The Board of Governors of the Fed- 
eral Reserve System is authorized, “in order to prevent injurious 
credit expansion or contraction,”’ to change by regulation the re- 
serves to be maintained against deposits by member banks. 
Changes can only be made by an affirmative vote of not less 
than four members of the Board. Reserves cannot be raised to 
more than twice the present required amount (13, 10, or 7 per 
cent against demand deposits and 3 per cent against time de- 


4 Sec. 205. 44 Sec. 206 (a). 45 Sec. 206 (0). 
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posits) or lowered if the effect would be to bring them below what 
they are now.” 

Loans on improved real estate by national banks —The new law 
liberalizes the terms upon which national banks can make real 
estate loans. Heretofore national banks could not make a real 
estate mortgage loan for more than 50 per cent of the value of 
the realty; the maximum period was five years. Now they may 
loan for a period of ten years and up to 60 per cent of the ap- 
praised value of the property if 40 per cent of the principal of the 
loan will be paid off in instalments within the ten-year period. 
A loan upon which instalment payments are regularly made could 
ordinarily be renewed without difficulty at the end of ten years, 
since the face amount of the loan would then be not more than 60 
per cent of the original mortgage. The law, therefore, in substance 
permits reali estate mortgage loans of twenty years or more. 
Twenty-year home loans may still be made under the terms of 
Title II of the National Housing Act. 

The aggregate amount of real estate loans which may be made 
by a national bank, formerly 50 per cent of its time and savings 
deposits or 25 per cent of its capital and surplus, was increased to 
60 per cent of time and savings deposits or 100 per cent of capital 
and surplus, whichever is the greater. Geographical restrictions 
on real estate loans are removed.‘ 


IV. TECHNICAL AMENDMENTS TO THE BANKING LAWS 


The third title of the law contains forty-six sections which, for 
the most part, are intended to clarify existing banking laws. It 
is impossible to review all of its provisions; only those having 
more general interest are briefly summarized. 

Abolition of double liability—Double liability shall cease on 
all national bank stock July 1, 1937. Publication notice six months 
in advance of this date is required.** The Banking Act of 1933 
had already abolished double liability for nationa: bank stock 
issued after June 16, 1933; the present legislation makes the abo- 
lition complete. 

Surplus requirements—A paid-in surplus of 20 per cent of 


# Sec. 207. 47 Sec. 208. 48 Sec. 304. 
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capital is required before a national bank can commence business. 
The Comptroller may waive this requirement in the case of a con- 
verting state bank.‘? The effect of this amendment is merely to 
write into law the existing practice of the Comptroller’s office. 
Until a national bank has built up a surplus equal to its common 
stock, it must allocate 10 per cent of its net earnings to surplus 
before dividends may be paid. Money paid into a fund for the 
retirement of preferred stock may, under prescribed limitations, 
be deemed to be an addition to its surplus fund.* 

Loans to executive officers —The Banking Act of 1933 prohibited 
loans to executive officers of banks. The law is liberalized to per- 
mit loans to an executive officer in an amount not exceeding 
$2,500 and “with the prior approval of a majority of the entire 
board of directors.” Loans outstanding June 16, 1933, may now 
be extended until June 16, 1938 (former limit June 16, 1935), 
provided that the board of directors of the bank evidences in its 
minutes that it is in the best interest of the bank and that the 
officer has made a reasonable effort to reduce his obligation. These 
changes will make it easier for bank officers to obtain reasonable 
accommodation without endangering the best interests of the 
banks.* 

Regulation of interest paid by postal savings banks —The new law 
clarifies the conditions under which postal savings banks may re- 
ceive deposits and pay interest thereon. Interest cannot be al- 
lowed to any depositor for any period of less than three months. 
The interest rate paid on postal savings cannot exceed that which 
may lawfully be paid on savings deposits by a Federal Reserve 
member bank in the same locality. These changes are equitable 
to the depositor and to the privately owned banking institutions 
which compete with the postal savings depositories for deposits 
of individuals.” 

Branch banking—The law made only minor changes with re- 
spect to branch banking. National banks are authorized in the 
future to establish and operate seasonal agencies in any resort 
community within the county in which the main office is located. 
The Board of Governors of the Federal Reserve System, instead 


49 Sec. 309. 5° Sec. 315. 5 Sec. 326. 5? Sec. 341. 
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of the Comptroller of the Currency, will hereafter issue the per- 
mits for establishment of branches of state Federal Reserve 
member banks. This leaves the general situation as it has been 
since the passage of the Banking Act of 1933.5 

Affiliates of member banks—Several sections of the law are in- 
tended to clarify the situation with respect to security affiliates 
and holding-company affiliates. No fundamental changes were 
made. Security affiliates in liquidation need not be divorced from 
the parent bank. Interlocking personnel between banks and se- 
curity-dealers may be permitted by the Board of Governors of 
the Federal Reserve System under proper limitations. It is pro- 
vided that the total amount of investment security of any one 
obligor held by a national bank for its own account shall not ex- 
ceed 10 per cent of its capital and surplus. This takes the place 
of the former limitation of 15 per cent of the capital and 25 per 
cent of the surplus.*4 

A proposal to permit national banks to again underwrite and 
distribute investment securities was not included in the measure 
as passed. 

V. SUMMARY AND CONCLUSIONS 

An appraisal of the Banking Act of 1935 can best be made by 
contrasting it with alternative possibilities. There are valid criti- 
cisms of deposit insurance in any form, but at this time it is not 
a choice between insurance or no insurance. Rather, it is a ques- 
tion of the kind of permanent insurance program that becomes 
effective. Years ago, with prophetic insight, Professor Taussig 
stated: “‘A succession of conspicuous bank failures, bringing great 
loss to depositors, would immensely strengthen the movement for 
deposit guarantee.’5 Deposit insurance came, as he predicted, be- 
cause of the wholesale failures that culminated in the banking 
crisis of March, 1933. 

The two most widely voiced objections to any form of de- 
posit insurance are, first, that it places a burden upon the sound 
and solvent banks and, second, that it may be conducive to reck- 
less banking by making all banks equally safe. The framers of 

53 Secs. 305 and 338. 54 Secs. 301, 302, 303, 307, 308, 325. 

5 F, W. Taussig, Principles of Economics (3d ed., rev.), I, 387. 
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the new law recognized the validity of these objections and have 
sought, as far as possible, to meet them. As compared to the 
provisions of the permanent plan of the Banking Act of 1933, 
some very apparent gains have been achieved. Instead of an un- 
predictable liability, the insured banks are now subject to moder- 
ate annual assessments. Ninety-eight out of every one hundred 
depositors have their deposits fully protected by the $5,000 cover- 
age, but the insurance liability is less than half what it would be 
under full protection. 

Seemingly, some provision should have been made for sus- 
pending the assessments upon insured banks if the assets of the 
Corporation should reach an amount adequate for meeting losses. 
What constitutes a sufficient volume might have been fixed by 
law, or left to the judgment of the directors of the Corporation. 
The program of regular annual assessments during good years is 
certainly preferable to the provision of the 1933 law under which 
banks became stockholders and then could be assessed only when 
the Corporation’s assets were depleted. 

The directors of the Corporation are now in a position to raise 
the standards of bank management and supervision and reduce 
the burden of losses. They have increased powers of supervision 
and examination; they may expel banks from the Fund; and they 
may refuse to admit existing banks not now in the Fund, or newly 
chartered banks unless they conform to relatively high admission 
standards. 

One of the far-reaching consequences of federal deposit insur- 
ance is to bring about greater uniformity in banking examination 
and supervision. This is achieved by the added powers of super- 
vision which the Corporation has over state banks which are not 
members of the Federal Reserve System. Deposit insurance ap- 
pears, therefore, to be the entering wedge for a unified banking 
system, although small banks are not required by the law to ac- 
cept the responsibilities of Federal Reserve membership. With 
respect to unification of banking, it does not go as far as the 
Banking Act of 1933; but compulsory Federal Reserve member- 
ship for a host of very small banks would not be an unmixed 
blessing. Optional membership for small banks was not, however, 

















THE BANKING ACT OF 1935 761 


granted as a matter of principle; it came as a result of organized 
protest by the bankers affected. 

Title II was the controversial portion of the measure. The sec- 
tions of the original bill which drew the most fire were those which 
tended to increase political influence in the administration of the 
system. As now constituted, the Board of Governors should be 
less a political body than would have been true under alternative 
proposals most prominently supported. The two ex-officio mem- 
bers are eliminated; members are appointed for a term of fourteen 
years and are not subject to dismissal at the will of the president; 
they cannot be reappointed after they have served a full term. 

Into the hands of the Board of Governors of the Federal Re- 
serve System is committed more authority over the volume of 
bank credit than that possessed by the Federal Reserve Board 
in the past. There are three principal means at the disposal of 
the Federal Reserve System for controlling the quantity of bank 
credit. These are: first, the power to raise or lower the interest 
rate paid by Federal Reserve member banks which rediscount »r 
borrow from a Federal Reserve bank; second, the power to pur- 
chase or sell securities in the open market; third, regulation of the 
percentage of reserve which the Federal Reserve member banks 
must carry with the Federal Reserve Bank. The Board has the 
last word on discount rates and reserve requirements. If its mem- 
bers act as a unit they can hold the balance of power on the Federal 
Open Market Committee. In any event, Board members have 
direct responsibility for policy-making, and not merely authority 
to approve or disapprove the action of an Open Market Commit- 
tee consisting of governors of the Federal Reserve banks.* 

A fourth instrument of credit control is the right to regulate 
the rates of interest paid by banks on their time and savings de- 
posits. As the law now stands, the governors of the Federal Re- 
serve System have the right to regulate the rate of interest paid 

%® Dr. A. C. Miller in his testimony before the Senate sub-committee (Hearings 
on the Banking Act of 1935 before the Senate Sub-committee, May 27, 1935, P. 753) 
insisted that the Board would have taken “a far more serious view of its responsi- 
bility” for credit control if it had been charged with full authority. 


See also his article, “Federal Reserve Policies, 1927-1929,” American Economic 
Review, September, 1935, pp. 442-50. 
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by Federal Reserve member banks, and the directors of the Fed- 
eral Deposit Insurance Corporation can regulate the rate paid by 
the insured state banks which are not members of the Federal 
Reserve System. Regulation of the interest rates on time and 
savings deposits is an indirect method of controlling credit, but 
may nevertheless be important. 

Only moderate steps have been taken to limit the independence 
of action of the Federal Reserve banks. The trend of Federal Re- 
serve policy during the past twenty years has been in the direc- 
tion of increased centralization of authority; the desirability of 
the further steps in this direction made by the present amend- 
ments will depend upon the caliber of the members of the Board 
of Governors and their freedom from all outside influences. It 
appears that able men should be attracted to the Board; suscepti- 
bility to pressure from the outside should be minimized under the 
new provisions. 

The quality of reserve bank assets will not be seriously changed 
by the moderate liberalization of rediscount privileges. The dis- 
tinction between demand and savings deposits should have been 
more sharply drawn if banks are to be permitted to invest 60 per 
cent of their time and savings deposits in real estate loans. Segre- 
gation of savings assets and the prohibition against incurring 
unlimited demand liabilities are a logical concomitant of this ex- 
tension of the power to make real estate loans. 

The amendments contained in Title III have met with general 
approval. Abolition of double liability upon the shares of national 
bank stock has attracted most public notice. The record of double- 
liability collections has been unsatisfactory. The provision of the 
new law which requires the surplus of national banks to be built 
up out of earnings to an amount equal to the capital will provide 
a better “cushion” for creditors, including the Federal Deposit 
Insurance Corporation, than the former super-added liability up- 
on stockholders. 
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I 


AVE the Reserve banks, since the war, done everything 
for American business which, broadly speaking, could be 
expected of a banking system? The attainment of per- 

fectly stable business conditions is not perhaps ever wholly within 
the power of monetary authorities, no matter how ably these in- 
stitutions may be managed. Still less is this ideal attainable by a 
single national banking system; at any rate, if we have in mind a 
country which does much external trade. But the fluctuations in 
American business activity, even since the Reserve System was 
emancipated from war-time finance and its after-effects, have 
been very considerable. So considerable, indeed, and of such in- 
tensity have they been, that it is possible to hold a very restricted 
view as to what monetary management in general can achieve, 
and yet to wonder whether the existence of the Reserve banks 
might not have brought with it greater business stability than in 
fact it has done. 

In recent years criticisms of the past achievements of the Re- 
serve System have followed in the main two separate and distinct 
lines of thought. On one side are those who argue that the System 
already possessed, at any rate after the conclusion of hostilities, 
all those powers which are necessary for the control of credit, and 
through credit of business conditions. If this view is justified, 
failure to achieve a greater measure of business stability must 
have been due either to mistaken policies on the part of the Sys- 
tem itself, or (conceivably—though in post-war America, im- 
probably) to limitations imposed upon the free choice of policy by 
the System, through considerations of an international character. 
On the opposite side are those who believe that the instruments of 
control in the possession of the System were inadequate—perhaps 
763 
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are still inadequate—to deal with the problems which faced it. 
If this latter view is accepted, it follows that delegation to the 
System of wider powers of control was necessary. 

The history of the last six or seven years suggests that the sec- 
ond of these two views has been in the ascendant, at any rate in 
Washington. The Reserve Board, for example, seems to have de- 
sired especially to strengthen its control over lending to the stock 
market. The System had already in 1919-21 used its powers of 
persuasion to prevent excessive borrowing by member banks, but 
in 1929 a new policy of “direct pressure’’ against collateral loans 
was carried to much greater lengths. The Board was to find, how- 
ever, that its offensive against speculative credit, inaugurated by 
the now famous circular of February, 1929,’ suffered from two 
weaknesses. In the first place the Board could not force individual 
Reserve banks to co-operate with it. And in the second place, its 
influence over the actual villains of the piece—the member banks 
—was purely moral and remained (to that extent) academic. 
Theoretically, however, these defects were capable of a legislative 
remedy, and such a remedy was in fact provided, at any rate on 
paper, by the Banking Act of 1933. By this act the Board is given 
power “to fix the percentage of individual bank capital and sur- 
plus in each Federal Reserve District which may be represented 
by loans secured by stock or bond collateral made by member 
banks in such district.” 

It is evident that the Reserve Board still believes, just as 
strongly as it believed in 1929, that qualitative control of this 
character is the appropriate method for dealing with a boom on 
the stock market. In 1929 the policy was by general admission 
largely ineffective. Since 1933, however, dissident Reserve banks 
can be brought to heel, and unruly member banks can, if neces- 
sary, be cut off from their supply of Reserve credit. It is possible, 
in fact, that the Board now possesses the power, which it évident- 
ly wishes to possess, of ‘‘starving out’’ any future boom on the 
New York stock market. But it would be rash to conclude that 
this is necessarily so even yet. In the first place it does not follow 


* Seventeenth Report of the Federal Reserve Board for 1930, pp. 3-4. 
? Twentieth Report of the Federal Reserve Board for 1933, p. 44. 
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that all security loans are for speculative purposes, and all other 
loans “legitimate” borrowing by industry.’ To make a policy di- 
rected against speculative loans completely effective it would clear- 
ly be necessary to conduct an inquisition into the ultimate use to 
which each loan will be put. And this is obviously no simple mat- 
ter, even if the bank concerned has ample information about the 
business of its borrowers. Nor, one would imagine, is the average 
member bank likely to apply a rule-of-thumb about collateral 
loans to other loans, even if these are obviously speculative in 
character. And there is a further difficulty. There must be many 
a man who finances his business mainly from his own resources, 
and who wishes to speculate in stocks. Plainly, it is only necessary 
for such an individual to use his own resources for speculation, and 
to finance the “legitimate’’ needs of his business by bank loan, for 
the whole intention of Reserve Board policy to be defeated. Even 
if the Board can prevent member bank credit from being used di- 
rectly for speculation on the stock market, it is hard indeed to see 
how it can prevent such credit from being used indirectly to free 
private funds previously used for industrial purposes for specula- 
tive activity. 

Let us not, however, carry skepticism to extremes. The new 
powers conferred on the Reserve Board by the act of 1933 have 
yet to be put to the test. It is possible that they will enable the 
System to prevent, or at any rate to control, any future boom on 
the New York stock market. If the very general considerations 
just enumerated suggest that this is far from certain, the purpose 
of this paper is concerned less with the immediate technical effec- 
tiveness of such measures than with their desirability in a wider 
sense. In what follows, let us assume that the Reserve Board now 
has the power to prevent member bank credit from being used, 
directly or indirectly, on the stock market; or that, if necessary, 
with further amendment of the Reserve Act, it can be given this 
power. The question then arises, How far qualitative control of 
this character can ever be effective, not from the technical stand- 
point discussed above, but from the more general standpoint of 
the control of business activity. Granted that discrimination 


3 Cf. H. P. Willis and J. M. Chapman, The Banking Situation (1934), p. 70. 
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against the stock market can be achieved, does it serve a useful 
purpose? Is it a necessary and appropriate instrument of mone- 
tary policy in the widest sense? To attempt to answer this ques- 
tion is the main purpose of the present paper. 


II 


The arguments advanced to justify discrimination against the 
stock market are familiar enough, and need only be very shortly 
summarized. The Reserve Board defended its policy in 1929, for 
example, on the ground that stock-market activity was producing 
a “firming of money rates to the prejudice of the country’s com- 
mercial interests.”’* The stock market, so the argument ran, was 
draining short-term credit away from industry, and so putting up 
the price of credit to the industrial borrower. Upon the Reserve 
banks was laid the duty of ‘‘accommodating commerce and busi- 
ness.’’> The behavior of the stock market was already preventing, 
or threatened soon to prevent, them from adequately fulfilling 
this task. It seemed only proper, therefore, that they should in- 
terfere and take the stock market in hand. 

Clearly it is fundamental to this line of thought that the stock 
market absorbs credit; that, in other words, money which flows 
to New York remains there. Though it may continue to take 
part in speculative transactions, from the industrial standpoint it 
has disappeared from circulation. It is not my purpose to review 
the now celebrated controversy as to whether amy net absorption 
of funds takes place during a stock-market boom. This- question 
has been discussed at great length elsewhere. Some net absorp- 
tion there may be, at any rate at a time of great speculative activ- 
ity. But what is quite certain is that the bulk of the funds which 
flow toward the stock market during a period of activity are soon- 
er or later returned to industry in the form of long-term capital 
through the new-issue market. At a time when equities stand 


4 Seventeenth Report of the Federal Reserve Board for 1930, pp. 3-4. 

5 Federal Reserve Act, Sec. 14 (d). 

* Cf., e.g., C. O. Hardy, Credit Policies of the Federal Reserve System (1932), pp. 
161 ff.; H. L. Reed, Federal Reserve Policy (1930), chap. v; and F. Machlup, Bérsen- 
kredit, Industriekredit und Kapitalbildung (Vienna, 1931), chaps. iv and v. 
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unusually high, industrial concerns of every kind will be only too 
anxious to finance their long-term requirements, and perhaps their 
need for working capital also, by the issue of fresh common stocks. 
New issues by firms listed on the New York market, for example, 
attained between January, 1928, and September, 1929, the enor- 
mous total of $3,042,000,000. The statistical basis for the proposi- 
tion that stock-market loans are returned to industry in the form 
of long-term capital through the new issue market has been 
worked out by W. J. Eiteman, who has shown the close correla- 
tion which existed in 1928 and 1929 between the volume of bro- 
kers’ loans outstanding and the cumulative total from the sale of 
new equities.’ 

Nor can it be argued any more plausibly that profits realized by 
speculators and spent by them in consumption are “‘lost to indus- 
try.”’ For the crucial question is not the particular form in which 
speculative loans reach the industrial circulation, but whether they 
reach, and if so, how soon. In Mr. Keynes’s terminology, if the 
stock market (i.e., the ‘financial circulation”’) absorbs funds, a 
tendency will be released for savings to fall short of investment. 
That this is what takes place is the burden of the Reserve Board’s 
argument. But if the funds are returned (in whatever form) to the 
industrial circulation, this tendency is absent. If they are returned 
via the new-issue market, the original funds absorbed have been 
both saved and invested. If they are returned to the industrial 
circulation via consumption, the original funds are neither saved 
nor invested. In neither case will any “hitch-up” occur, nor any 
tendency to deflation result. The form in which such borrowings 
are returned has an influence upon the net rate of accumulation of 
the community concerned, but has no bearing upon the problem 
of prosperity and depression. 

If, as seems certain, both on theoretical and statistical grounds, 
the funds concerned do eventually reach the industrial circula- 
tion, there remains the possibility of a time lag. If the rate of 
flow of funds toward the stock market, and the space during 
which they remain there, not being zero, are nevertheless both 


7 Quarterly Journal of Economics, XLVII, 460 ff. 
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constant, no net absorption takes place. But if either of these 
magnitudes should increase (without a compensating change in 
the other), then the volume of funds in the financial circulation at 
any instant would rise, fresh funds would be absorbed, and a 
tendency to deflation be released. Most observers have concluded 
that this possibility, if realized, was at least unimportant during 
the relevant period in America. Moreover, any such deflationary 
effect may easily be counterbalanced—and we shall argue that it 
was so counterbalanced—by the introduction into the stock mar- 
ket and subsequent possession by industry of fresh means of pay- 
ment created by the banks more or less directly for speculative 
purposes. Such funds are not subtracted from the industrial cir- 
culation, and (unless they should be permanently absorbed by the 
stock market) their effect is wholly inflationary. 

In so far as the stock market fails to absorb funds, therefore, the 
final result of loans by the banking system for speculative pur- 
poses—whether or not such loans represent a net addition to the 
means of payment—is as follows. If the funds find their way to 
the new-issue market, the banking system has to that extent pro- 
vided industry with additional long-term credit, without, how- 
ever, having locked up its funds, at any rate as far as appearances 
go. The new equities, in fact, are carried by the speculator (pro- 
fessional or otherwise) with the help of the bank credit involved. 
From the purely banking point of view there may be a certain 
risk in the transaction, arising from the fact that the bank has ac- 
cepted collateral which is perhaps much overvalued. But in the 
main, the risks attending the provision of long-term capital are 
borne (as is appropriate) by the speculator, i.e., by the public. 
Second, in the case in which the funds return to industry through 
the spending by speculators of their profits on consumption, the 
bank credit has been used indirectly for financing the purchase of 
consumption goods, and the result hardly differs from what would 
have taken place had the bank in the first instance bought instal- 
ment paper. 

One consequence of this analysis may be noticed in passing. 
The much-debated tendency of banking assets in the United 
States to take the form of loans on securities, rather than of com- 
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mercial loans, falls into its proper place. The rise in the price of 
equities during the years which led up to 1929 encouraged indus- 
try to finance itself on the long-term market. The price of bank 
credit became less and less able to compete in the minds of entre- 
preneurs with the terms upon which the issue of common stock 
could be arranged. But the funds which were necessary for the 
purchase of issues of this character would not have been available 
in sufficient quantity, nor would the rise in equity prices which 
made such issues attractive have been possible, had the banking 
system been unwilling to provide the money through an expan- 
sion of its loans on securities. It is therefore far from safe to as- 
sume that the decline of the commercial loan means that the 
banks have forsaken their pristine function, the provision of indus- 
try with capital. Rather, during the years in question, was the 
form changing, in which the banks were providing this capital. 


Ill 


Toward what conclusions do these reflections tend? It seems 
hardly likely that the measures taken by the Reserve Board 
against security loans can be justified on the ground that the 
price of industrial capital as a whole was rising on account of 
stock-market activity. Short-term credit was dearer, but long- 
term credit was cheaper. And if short-term credit was dearer, 
this must in the last resort have been because the System chose to 
allow it to be so. For even without discrimination, the System 
can always keep rates down if it wishes, provided it is willing and 
able to create sufficient additional credit. But to prevent a de- 
cline in commercial loans in 1928-29 it was clearly necessary not 
only to prevent a rise in money rates, but also (in the absence of 
effective discrimination) to face the prospect of a large simultane- 
ous increase in collateral loans. In other words, a rise in money 
rates could not at that period have been prevented without a large 
expansion of total earning assets. Now, in the absence of serious 
speculative absorption of credit (which we have assumed to be 
unlikely), it is total earning assets which reflect the contribution of 
the banking system to capital provision. It follows that in 1928- 
29 the avoidance of a rise in money rates, though it might not have 
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led to any actual increase in the volume of commercial loans out- 
standing, could not possibly have failed to produce a sharp rise 
in the aggregate contribution to industrial capital for which the 
banks were responsible—unless, of course, successful discrimina- 
tion were achieved. When, at a given level of money rates, the 
contribution of the banking system to current investment cannot 
be kept in check without discrimination against a particular chan- 
nel of investment, it has in the past been usual to argue, from con- 
siderations which are well enough known, that the level of money 
rates in question must be too low. So, indeed, the New York Re- 
serve Bank seems to have thought, for it wished for a time to raise 
rates, but the Reserve Board would not agree.* When, further- 
more, it is found that, in order to obtain an effective check on new 
investment, a steadily rising level of rates is necessary, orthodox 
trade cycle theory would not confine itself to suggesting that cur- 
rent rates are too low. It would suggest further that for some con- 
siderable time in the past rates must have been too low, that ex- 
cessive profits must have developed (not alone on the stock mar- 
ket) against which the higher rates have now to struggle, and that 
overinvestment must have been in progress in the community. 
It has sometimes been suggested that peculiarities in the Ameri- 
can situation in 1928-29 may have led to the appearance of what 
are normally the symptoms of overinvestment and excessive prof- 
its, without the actual existence of these underlying conditions. 
Orthodox cycle analysis may be inappropriate. In England Mr. 
Hawtrey® and in the United States Dr. Lauchlin Currie’ have in 
fact both argued in a determined fashion that there was little if 
anything wrong with the American industrial situation as a whole, 
and that the stock-market frenzy was an isolated phenomenon, 
quasi-accidental, very unfortunate, but in no sense a symptom of 
current industrial overexpansion. If the traditional view men- 
tioned in the last paragraph, which would connect the equity boom 
with excessive industrial profits and overexpansion of the capital- 


* Cf. W. A. Weyforth, The Federal Reserve Board (1933), p. 85. 

*R. G. Hawtrey, The Art of Central Banking (1932), chap. ii. 

© L. Currie, “The Failure of Monetary Policy To Prevent the Depression,” this 
Journal, XLII (April, 1934), 145-77. 
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producing industries, is to be modified, and a contrary interpreta- 
tion of events is to be accepted, it would seem that more evidence 
must be produced, and a more satisfactory analytical basis be 
provided, than has so far been forthcoming, as a substitute for ex- 
isting trade-cycle theory, to whose entire contemporary trend this 
interpretation runs counter. Nor is it difficult to produce evidence 
to suggest that investment had in fact been greatly stimulated 
during the period ending in 1929, and to suggest also that this in- 
vestment was financed mainly by bank expansion and not out of 
the savings of the public. For this are witness signally, though 
not alone, the rising tendency of profits (Table I, Columns 4, 5, 
and 6) and the great activity of the constructional industries." 
All of which tendencies indeed one would have thought to be 
visible, even in the table with which Dr. Currie seeks to support 
the contrary thesis—that all was well with American industry 
during the years in question."? 

Undoubtedly for those who sought to show that in America in 
the years leading up to 1929 the rate of new investment was in 
excess of the community’s rate of saving, and that the capital 
goods trades were in consequence in a distended and unstable 
condition, the stability and even the declining tendency of the 
general level of prices during the years in question has frequently 
proved a severe stumbling-block. The “curious fact that the 
stock boom, even at its sharpest upward movement, was not ac- 
companied by any increase of commodity prices’”*’ has deterred 

™ Cf. Table I, Column 16 (physical volume of production of capital equipment, 
including non-residential construction and public works), which shows an average 
annual increase of 6.4 per cent during 1922-29. This compares with a rate of growth 
of 3.7 per cent in the case of consumption goods including residential construction. 
Similarly Professor Mills’s series for the physical volume of total construction, resi- 
dential and non-residential, including public works, shows an annual increase of 
6.1 per cent, compared with only 3.8 per cent for the output of movable goods. 
Further, his index for the output of durable goods increases 5.9 per cent per annum 
during the years in question, compared with 2.8 per cent in the case of non- and 
semi-durable goods (F. C. Mills, Economic Tendencies, chap. vi). These figures 
may none of them accurately reflect the increase in the fraction of American pro- 


ductive resources devoted to investment, but they do provide support for the con- 
clusion that such an increase took place. 


" This Journal, XLII (April, 1934), 162. 
*3 Sir Arthur Salter, Recovery (London, 1932), p. 68. 
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more than one commentator from concluding that there could be 
much wrong with the industrial position, or with the rate of in- 
vestment at that period. But is this really so mysterious? Profits 
can emerge, surely, just as easily through costs falling as through 
prices rising. By common consent very rapid technical progress 
has been a feature of American production since the war. To 
some extent factor prices rose in sympathy, but not rapidly 
enough to prevent an increase of profits. The fall in money costs 
per unit of output which resulted is no easy thing to measure, but 
would be well worth measuring. Here we must content ourselves 
with the roughest of indications. If we divide pay-rolls by the in- 
dex of production a decline—in wage costs at any rate—of nearly 
10 per cent is suggested between the 1923-25 average (taken as 
base period) and the year 1929 (Table I, col. 1). Against this the 
decline in the Bureau of Labor index of wholesale prices was less 
than 6 per cent (col. 2). But the Bureau index is heavily weighted 
with materials, and since the price of materials was falling rela- 
tively to the price of finished goods, this index probably exagger- 
ates the fall in the price level of final output—if indeed any net 
fall took place. The decline in Professor Mills’s index of wholesale 
prices of consumers’ goods, for example, was little over 1 per cent 
(col. 3). If other costs were falling as wage costs appear to have 
been falling, it seems highly probable that the cost of production 
of output was declining relatively to the price at which it could 
be sold. A more thoroughgoing statistical investigation of the re- 
lationship between price level and cost level—in so far as these 
concepts can be given a precise meaning—is certainly needed. 
But the hypothesis just outlined goes some way to explain the 
rapid rise in profits (cols. 4, 5, and 6);*4 and the profits in their 
turn provide on the one hand a basis for the rise in equities (col. 7), 
and on the other a motive for the expansion of investment. 


*4 Column 4 represents as nearly as may be the return toa given physical unit of 
capital in the corporations concerned. Columns 5 and 6 are vitiated by the inclu- 
sion of the return to fresh increments of capital. The disparity between the three 
sets of figures suggests that they do not cover the same ground, and illustrates the 
need for the construction of a reliable index, or indexes, of American profits. It 
is none the less plain that profitability was rising at a time when the cost of raising 


capital was falling. 
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To me any rational and self-consistent account of recent eco- 
nomic history must follow some such lines as those just indicated. 
But I cannot claim that the foregoing explanation has as yet found 
much favor among the general public; and many economists 
would dispute it. Dr. Currie, for example, sees clearly enough 
that if “costs lag behind rising selling prices,”’ trouble may ensue. 
But if selling prices lag behind falling costs, if profits are “due to 
efficiency in production,” they are apparently in his view entirely 
innocuous.’ They may be, but it is not easy to see wherein the 
difference lies. 

Let us turn to another aspect of the situation, the volume of 
credit. In 1929 total deposits of all banks in the United States, 
and of all member banks, had increased by 24 and 26 per cent, re- 
spectively, above the 1923-25 average (cols. 8 and g). Here evi- 
dently was an expansion of credit on a generous scale. Lest it 
should be supposed that the banks were merely investing the 
savings of the public, we may notice that the increase was not 
confined to time deposits, though these rose more rapidly than de- 
mand deposits. Dr. Currie’s “adjusted demand deposits’”* never- 
theless mounted by 15 per cent above the base period (cols. 10 and 
11). Admittedly there was a considerable change in the ratio of 
demand to time deposits during the period under review, and this 
would argue that some, at least, of the large increase in banking 
assets (cols. 12 and 13) merely indicated the investment of savings 
performed by the public. But even this conclusion is subject to 
the proviso that time deposits are effectively withdrawn from cir- 
culation and are no longer used for making payments—an as- 
sumption which we know it is unsafe to make in regard to the 
United States at this period. Moreover, an increase in his time 
deposit may cause an individual to be more willing than formerly 
to draw on his demand deposit, so increasing the velocity of cir- 
culation of the latter. If this happens, the savings embodied in 
the increment of time deposit are promptly unsaved again. The 
increase in the effective means of payment may have been less 
than 25 per cent, but it was pretty certainly in excess of 15 per 
cent. For the proposition that the increase in the means of pay- 

5 Op. cit., p. 161. 

*L. Currie, The Supply and Control of Money in the United States (1934). 
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ment was greater than was necessary merely to secure the invest- 
ment of such savings as the public chose to intrust to the banking 
system, confirmatory evidence is provided by the growth of bank 
debits, even when stock-market transactions are as far as possible 
excluded (col. 14). For if the increase in deposits (and in banking 
assets) had merely performed this function, one would have ex- 
pected their aggregate turnover to have shown much greater sta- 
bility. 

Having noted the rise in profits and observed the behavior of 
the money supply, let us turn finally to the rate of investment. 
Total loans and investments of all banks and of member banks 
rose during the period we are considering by 26 and 28 per cent, 
respectively (cols. 12 and 13), in close conformity with the move- 
ment of total deposits. No distinction has been made between as- 
sets of different types because, as I have argued above, security 
loans (and obviously also investments) are just as effective a 
medium of capital provision as commercial (or “all other’’) loans. 
The average rate of growth of banking assets during the five-year 
period, 1924-29, was 5 per cent per annum, or about two and a 
half billion dollars a year. This represents that portion of new in- 
vestment which was performed through the banking system. But 
the growth of demand (as distinct from time) deposits and of bank 
debits does not suggest that the community was prepared to in- 
trust anything like this amount of voluntary saving to the system 
in the form of idle deposits. The very large increase in aggregate 
American new investment during these years is indicated by the 
figures in columns 15 and 16. It is hard to believe that this rise in 
the annual rate of aggregate domestic investment was matched by 
any corresponding rise in voluntary saving (whether through the 
banking system or otherwise), or that it would have been possible 
without the banking expansion already noted. 


IV 


This paper would hardly be complete without some reference to 
the international difficulties which have beset the Reserve Sys- 
tem. It is possible to subscribe to the analysis outlined above, to 
agree with the view that a prolonged dose of overinvestment was 
the cause of the 1929 debacle, and yet to feel that no other credit 
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policy was open to the System during the years in question. 
Granted that the expansion of credit should have been kept in 
check, granted that prices should have been allowed to fall as costs 
were lowered by technical advance, was such a policy possible in 
view of America’s post-war appetite for gold? If the rules of the 
gold standard seem to require easy money conditions at a moment 
when considerations of internal stability demand exactly the op- 
posite, what, indeed, is to be done? This opposition seems to have 
been perhaps particularly acute during the year 1927, but at no 
time was it far in the background. To face up to this dilemma in 
all its implications would take much more space than is here 
available. It may be that the gold standard is ultimately unwork- 
able in a world where national rates of technical progress differ 
widely. It may be that the removal of tariffs and other obstacles 
to international trade is all that is needed. 

However this may be, the present paper has served its purpose 
if it has succeeded in casting doubt on some current explanations 
of American industrial instability. Its purpose has been to sug- 
gest that the quantity rather than the quality of bank credit was 
inappropriate during 1929 and the preceding years. If its analysis 
is correct, the boom in equities on the New York market must be 
regarded rather as the symptom of a deep-seated industrial over- 
expansion, than as a mere excrescence on the surface of American 
economic life, inconvenient but essentially unimportant. In that 
case the cure for equity booms is to be found rather in the preven- 
tion of the malaise in question than through direct attack upon 
them, whether by discrimination against security loans or other- 
wise. 

The appropriate criterion by which a credit policy directed to- 
ward business stability should be regulated is not that the com- 
mercial loans of the banking system should be any special size, but 
that the provision of capital in the aggregate should correspond to 
the community’s rate of saving. The policy of “direct pressure”’ 
in 1929, and the policy which the Banking Act of 1933 envisages, 
are alike directed against security loans on the ground that they 
raise the price, and diminish the volume, of commercial loans. If 
it could be shown that there was some special reason to prefer 
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capital to be provided at short term directly from the banking 
system, rather than indirectly through the stock market, this pol- 
icy might have something to be said for it. But as a measure for 
controlling the rate of new investment, the rate of fresh capital 
expenditure in the aggregate, it does not seem well adapted to its 
object, even if such a policy can be rendered effective from the 
technical point of view, which we have already seen to be doubtful. 

This is not to say that the quality of credit is wholly unimpor- 
tant. The excessive investment of American banks in loans on 
real estate, and other illiquid assets, has so often received com- 
ment that it needs no discussion here. But defects in the quality 
of credit bring disaster rather to the individual banker and his 
customers than to the community as a whole. And it is in the edu- 
cation of the individual banker that their remedy must be found. 
Nor should we forget that interest in security loans is born of ris- 
ing security prices, and that these in turn owe their origin to the 
industrial overexpansion which we have been discussing."’ If in- 
dustrial stability can be attained, the problem of the security loan 
will be greatly eased, and may even cure itself. The point is not 
that qualitative control, especially discrimination against the 
stock market, is bad in itself. The danger is that it will, by con- 
centrating attention on symptoms rather than causes, divert at- 
tention from the more important question of appropriate quanti- 
tative control. ‘I am more and more impressed by the evil of 
speculation,” President Roosevelt is reported to have remarked 
recently. It may or may not be desirable to prevent the gambler 
from losing his money. It is pretty certainly worth while trying 
to prevent the man in the street from losing his job. In conclusion, 
I cannot do better than quote Professor Reed: “More experience 
is required in the administration of present powers before even the 
disaster of 1929 can be held to indicate the need of providing the 
Reserve Banks with special powers to direct credit away from 
speculative channels.”’** 

'?7 Within what limits the level of security prices might be expected to fluctuate, 
if business stability were achieved, is an interesting question, but one which cannot 


be discussed here. It has been suggested with some show of reason that these limits 
would be pretty narrow; cf. F. Machlup, op. cit., chaps. x and xii. 


**H. L. Reed, Federal Reserve Policy, p. 18s. 








NATIONALIST COLLECTIVISM AND 
CHARLES A. BEARD 


HARRY D. GIDEONSE 
University of Chicago 


I, INTRODUCTION 


ITH the publication of Conclusions and Recommenda- 

tions, the ambitious project of the Commission on the 

Social Studies, sponsored by the American Historical 
Association and financed by the Carnegie Corporation, is coming 
to an end. The final report will be in sixteen volumes, of which 
the Conclusions and Recommendations (hereafter cited as Con- 
clusions) is the last, while A Charter for the Social Sciences,? which 
was reviewed in this journal more than two years ago, was the 
first. The Commission—composed of members of the leading sci- 
entific associations as well as of educational experts of various 
descriptions—in its Preface to the first volume “‘assumes full re- 
sponsibility” for the opening and concluding documents, while the 
other reports are sponsored by it “in the sense that they have 
been authorized by it, that they have been submitted to the 
criticism of its members, and that they have provided many of 
the detailed data on which the generalizations” in the conclusion 
are based. 

The “Charter” was drawn up by Charles A. Beard in an effort 
to formulate the “sense” of the Commission after going through 
an accumulated mass of written and oral material. Together with 
the Conclusions and Recommendations, it is apparently intended 
as a “lead” to school authorities in the definition of objectives 
in social studies programs, primarily at the elementary- and 
secondary-school levels. Charles A. Beard has also contributed 

* American Historical Association, Report of the Commission on the Social 
Studies in the Schools, Part XVI: Conclusions and Recommendations of the Commis- 
sion. New York: Charles Scribner’s Sons, 1934. Pp. xi+168. $1.25. 

2 Charles A. Beard, A Charter for the Social Sciences in the Schools (American 


Historical Association, Report of the Commission on the Social Studies, Part I). 
New York: Charles Scribner’s Sons, 1932. Pp. xii+122. $1.25. 
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one of the supplementary volumes in the Commission’s report 
and has meanwhile brought to a conclusion a parallel project 
“under the auspices” of the Social Science Research Council, with 
the aid of a grant from the Carnegie Corporation, which can be 
best described as an inquiry into “national interest.’’4 

The “Charter” suffered from an inner conflict which seems even 
more serious in its consequences in view of the Commission’s later 
studies and conclusions, and especially in view of the quality of 
the sponsorship of these investigations. The document opened 
with an eloquent plea for scientific method in the study of social 
problems and for the traditional objectivity of the “society of 
scholars,” and then ended with a summary of “goals which must 
of necessity shape instruction in the social studies” which stressed 
“national planning” and the expansion of social “insurance sys- 
tems” as the objective which the American nation “seems to have 
set for itself,” according to American history. 

It is one thing to believe that these would be desirable objec- 
tives for the future. It is obviously quite another matter to dis- 
tort history to make it yield the truths that suit our contemporary 
preconceptions. History—Voltaire once told us—is after all ‘‘only 
a pack of tricks which we play on the dead.” Cynical as that 
might sound, the American Historical Association Commission 
has certainly carried us quite as far from Ranke’s wie es eigentlich 
gewesen ist as Henry Ford’s dictum that “history is bunk.” 

It is now possible to review the earlier appreciation of the 
“Charter” in the light of the subsequent publications, both of the 
Commission and of the inquiry into “national interest.” The 
Commission again reiterates its faith in the “disinterested pursuit 
of truth” and “the ideal of freedom of research, publication, teach- 
ing and scholarship” (pp. 8-9). It desires, above all, to preserve 
the “essential spirit of American democracy and liberty” (p. 12), 


3 Charles A. Beard, The Nature of the Social Sciences in Relation to Objectives of 
Instruction (American Historical Association, Report of the Commission on the 
Social Studies, Part VII). New York: Charles Scribner’s Sons, 1934. Pp. x+236. 
$1.75. 

4 Charles A. Beard assisted by G. H. E. Smith, The Idea of National Interest 
(New York: Macmillan Co., 1934. Pp. ix+583. $3.75) and The Open Door at Home 
(New York: Macmillan Co., 1934. Pp. viii+331. $3.00). 
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and “the right of the individual to be free from excessive social 
pressures on his personal behavior, mode of living, cultural satis- 
factions and avocations, and religious, economic and political 
beliefs” (p. 24). On the other hand, however, the Commission 
“perceives that objective study of itself does not and cannot pro- 
vide society or the individuals composing it with will, force or 
purpose.” We therefore need a “general point of view or frame 
of reference” (p. 3), which must be based on “ethical and aesthetic 
considerations” as well, and which will be based on the conclusion 
that “the age of individualism and Jaissez faire in economy and 
government is closing and that a new age of collectivism is emerg- 
ing” (p. 16). The Commission “deems desirable the most efficient 
use of material endowment” which “a survey of the advance of 
technology in particular reveals clearly” (p. 20) as possible of 
realization. Then it eloquently continues: 


In the sphere of moral decision and choice the very refusal to choose, 
since refusal has specific consequences, is itself a moral act. The fact is now 
generally realized that a declaration to do nothing is itself a statement of 
policy. In so far as the commitments of educators, scholars, and citizens 
have consequences for the determination of social issues, moral responsibility 
for things left undone, as well as for things done, cannot be escaped [pp. 28-29]. 


The Commission gives no further consideration to the view that 
it is not the function of the school to do these things—or, more 
narrowly, that it is not the function of the social sciences. Some 
might think that the school should not have the choice of “to do” 
or “not to do” but that its chief function should be to strive to 
understand and explain with as great a measure of freedom as it 
is humanly possible to achieve in a given society or with a given 
quality of personnel. To the Commission these are apparently 
the views of educators who are “not conscious of responsibilities” 
and the Conclusions are primarily a justification and elaboration 
of the “frame of reference.” 

In order to achieve “individuality for great masses of the 
people” (whatever that might mean) we must recognize that “the 
emerging economy” is a society “moving toward economic plan- 
ning and control” (p. 38), and that “continued emphasis in edu- 
cation on the traditional ideas and values of individualism and 
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acquisitiveness will intensify the conflicts, contradictions, mal- 
adjustments, and perils of the transition” (p. 35). 

Now is this “the truth about American society and the forces 
that drive it onward”? What exact meaning can be given to 
slogan phrases about “‘laissez faire” and ‘‘collectivism,” about the 
“potentials of technology” and the “right to the richness of an 
abundant life,” and, finally, how likely is it that a pupil who is 
instructed under such a “frame of reference” will have “a rea- 
soned scepticism regarding the claims advanced in support of any 
social doctrine or program” (p. 83)? 

The Commission’s report presents almost no evidence to back 
its conclusions, but Professor Beard’s simultaneous publications 
give more detail on these points, and a further examination of 
some of the key notions is therefore possible. 


11. “(CLEARING THE CLIMATE OF INHERITED OPINION” 


Anyone with a program that departs as startlingly as Beard’s 
does from the accepted doctrine must expect to find established 
scholarship blocking his way somewhere. Beard meets the issue 
in a forthright fashion. We must clear 
the intellectual atmosphere, emancipatin’ the mind from the clichés and 
tyrannical phrases of traditional economics, politics, sociology and inter- 
national diplomacy. The sweep must be clear, positive, and uncompromis- 
ing, for not one of these so-called disciplines begins by positing a good life 
for the American nation defined in terms of producers’ goods, permanent 
improvements, commodities, food, clothing, shelter, ways of industry, and 
economic institutions, and then proceeds resolutely with the aid of applied 
science, to inquire into the best means of attaining the asserted ends. These 
alleged systems of thought and their tyrannical maxims must, accordingly, 
be put firmly aside in the quest for national security, and an entirely new 
approach made to the problem and its solution [p. 216].5 


In “clearing the climate of inherited opinion,” economics—that 
“artificial system based on the economic man’’—presents special 
difficulties. So a determined effort is made to prove that “‘eco- 
nomics is in a troubled state” and that this is “now acknowledged 
by economists and is apparent in the utter confusion of their sci- 


s Charles A. Beard, The Open Door at Home, p. 11. All subsequent page refer- 
ences in the text are to this volume, unless it is otherwise specified. 
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ence” (p. 125). In fact, Beard tells us that when the editors of 
the Encyclopedia of the Social Sciences approached the problem in 
1930, the “dissolution had proceeded so far” that they “gave up 
the case of systematic economics as hopeless.’”’ There is now “no 
program of action commanding general assent” (p. 128), and con- 
temporary scholarship ranges from “laissez-faire individualism at 
one end to planned communism at the other” (p. 28). 

These dogmatic assertions are not backed by evidence. A 
glance at the crucial articles (cost, international trade, interest, 
profits, value and price, etc.) in the Encyclopedia discredits the 
statement concerning its editors. The phrases about laissez faire 
and the teachings of Adam Smith (incidentally, why not devote 
some attention to contemporary scholarship?) are full of the usual 
uninformed misrepresentations. It is, for instance, urged against 
Adam Smith’s views that 
nations are more than mathematical units mysteriously possessed of buying 
power. Nations are historic accumulations of culture They have prob- 
lems of maintaining order, of national defense, of taxation, and of satisfying 
great impulses which do not arise out of the mere exchange of commodities. 


Now it is, in a sense, refreshing to hear this from Beard, who else- 


where takes a more determinist view of the relation of trade to 
public policy, but it is more immediately to the point to urge 
that all these things are explicitly considered in the Wealth of 
Nations and are a typical feature of Smith’s thought. In fact, 
Beard is fully aware of the hollowness of his rhetoric, for else- 
where—when it suits his purpose—he quotes extensively from 
Adam Smith to prove that “after all, in classical theory, nations 
are not mere aggregations of individuals trading freely with one 
another, regardless of national boundaries” (pp. 163-64). In 
other words, the author has ideas, but if the reader doesn’t like 
them, or if they do not suit the present purpose, he “has others.”’ 

Economics, when it is not “utopian” or “verbal delusion,” is 
merely the expression of a group of interests, an “intellectual 
bondage”’ conceived “‘in the interest of the British manufacturing 
classes near the middle of the nineteenth century” (p. 217), or— 
slight historical variation—it is “ideology of the Adam Smith 
school” which accepts “the eighteenth century handicraft concep- 
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tion of natural commerce” without subjecting it “to analysis in 
the light of modern technology” (p. 132). In fact, of course, as 
any student of economic doctrines knows, the doctrine of laissez 
faire—as well as the phrase—originated in France quite inde- 
pendently of the nineteenth-century manufacturing classes in 
Great Britain. With the physiocrats it was a reaction against 
mercantilist meddling of the sort Beard seems to advocate. It was 
essentially a revolutionary doctrine, a protest against privilege of 
all sorts. These things, however, may be hard to fit into Beard’s 
scheme of things, in which “wherever ideas appear, interests are 
attacked; wherever interests appear, ideas are associated with 
them” (p. 21). 

In the process of “clearing” the climate of inherited ideas, the 
“industrialist” and “agrarian” theses for the reduction of trade 
barriers and the restoration of foreign trade are discussed in de- 
tail. The positions are caricatured, almost unrecognizably in part. 
Beard seems to have avoided the careful statements of this posi- 
tion which can be found with ease in any library. 

He seems to draw his examples from questionable newspaper 
campaigns as, for instance, when he says that in a restored world- 
trade “‘a well-organized China would dump huge amounts of cheap 
manufactures on the crowded world market as Japan now does” 
(p. 60). Trade statistics do not reveal that Japan now dumps 
“huge” amounts, but such academic scruples are probably a mere 
lag from a pretechnological era. “Technology” has changed the 
problem entirely. Modern “industrial nations cannot live by ex- 
changing the standardized products of the machine among them- 
selves” (p. 64). Here, again, this self-styled “realistic” approach 
is in conflict with reality. Trade statistics demonstrate that indus- 
trialized nations are one another’s best customers. Does Beard’s 
“technology” produce in a vacuum? Or does it need raw ma- 
terials? If the need for raw materials is not a “lag” from the pre- 
technological past, then doesn’t modern science simply change the 
character and direction of trade? Then what becomes of the 
categorical statement that the theory of comparative costs is 
“completely invalidated by science and modern industry” (p. 


123)? 
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Some of the material is so obviously distorted that it calls for 
a word of comment to illustrate the general approach. Thus the 
“industrialist” program of a reduction of tariffs is presented as 
one in which “the key industries could hold their own and leave 
the smaller industries, the ‘inefficient’ industries so-called, now 
sustained by high protection, to a fierce struggle for existence” 
(p. 65). What evidence is there that smaller and inefficient indus- 
tries are identical? What is this but rank demagogical appeal to 
the smaller industries? 

Similarly with the “agrarian” position, say, of Secretary 
Wallace. It is described as based ‘‘on a conscious or unconscious 
acceptance of current economy as a deterministic and permanent 
order of nature, largely beyond the reach of human will, effort 
and policy.”’ The contradiction and confusion must be obvious to 
almost anyone. If aggressive advocates of economic internation- 
alism are social fatalists—if they believe in an economy “beyond 
the reach of human will, effort and policy” —why are they active 
enough in their effort to make America “choose,” to merit 
Beard’s attention? 

The conclusion of the “inquiry” was implied in the treatment 
of the evidence. We must have a “maximum employment of the 
national resources and skills and a minimum reliance upon inter- 
national trade” (pp. 213-14). Even if tariffs were reduced “the 
respite would be brief for the simple reason that there is no way 
of securing ever-expanding outlets abroad for the ever-expanding 
potentials of great technology by any system of foreign exchange 
and trade promotion” (p. 66). 

Furthermore, Beard holds that if the “wishful thinking” of the 
economists were “possible in practice,” it would still have “‘to 
be condemned as undesirable in terms of consequences” (p. 69), 
because it would mean an ever increasing urbanization (more 
“asphalt flowers”) and an increase in “business’’ as distinguished 
from agriculture. The evidence is, of course, not presented, and 
it would run against Beard’s thesis. Tariffs in this country have 
been used against agriculture and to promote industrialization. 
Such “asphalt flowers’’ as are to be seen in the United States are 
here partly because of the policy which Beard is now promoting. 

Restoration of world-trade by the reduction of trade barriers 
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has—Beard admits—the almost “universal endorsement of the 
economists” (p. 73). In fact, he admits that “nearly all the writ- 
ings on international law and international relations” point in the 
direction of the Draft Annotated Agenda of the (London) Mone- 
tary and Economic Conference of 1933, a document drawn up and 
signed by all the experts called by the League of Nations from a 
large variety of countries. In other words, Beard admits that in 
the essentials economists do agree and that, quite contrary to his 
own thesis, there is a program of action commanding general as- 
sent among the informed students of these questions. But even 
here Beard cannot avoid misrepresentation. He speaks of these 
“‘internationalists, dominated by low trade-barrier predilections” 
as people who believe in ‘‘a fundamental principle,” to wit, that 
“peace among nations is ‘normal’ and desirable” and that it can 
be attained “without making drastic alterations” in domestic 
policies. The statement is, of course, inexcusable, and it is no 
accident that it is absolutely undocumented. In fact, the exact 
reverse is more nearly true of the literature as a whole. Most stu- 
dents of these questions do not regard peace as “normal” in a 
world of national sovereignty and economic nationalism, nor does 
it seem possible to find a remedy “‘without making drastic altera- 
tions.” 

Documentation is the least of this author’s concerns. He is 
satisfied to quote an anonymous “theorist and practitioner”’ in the 
field (pp. 128-30) to offset the “universal” opinion on the subject, 
and he shifts the argument to make much of the fact that there 
are depressions under the free-trade régime within the United 
States—‘‘an almost perfect microcosm of the idealized economy 
of international free trade’”—as evidence that “utterly explodes” 
the “economic arithmetic” of the theorists. Surely, he exclaims, 


a thinker must be blind to experience when he imagines that world-wide 
free trade, or any kind of tariff manipulation can automatically bring equilib- 
rium, stability, order and mutuality of interest and benefit to the wide 
world. 


Again the case rests on rhetoric and selected evidence. Per- 
haps the most effective comment is a question: Does the author 
know the name of a single reputable economist of our own time 
who holds such a view? 
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ur. “THE RATIONALITY OF GREAT TECHNOLOGY” 


After clearing away the historical systems of thought, Mr. 
Beard turns to the “realities of objective occurrences,” in which 
he finds certain “obtrusive relevancies,’”’ of which the develop- 
ment of modern technology is most frequently emphasized. 

Labor-saving machinery saves labor. This startling discovery 
of the technocrats led them—and with them our author—to im- 
portant conclusions. The “prime issue at stake” is stated in at 
least a score of passages to be “the continuous expansion of pro- 
duction made possible by modern technology” (p. 84). We must 
exchange “‘useful commodities in accordance with national needs 
as ascertained by engineering rationality” (p. 89), and we must 
seek the “solutions offered by ethics, esthetics, domestic arts, 
and engineering rationality” (p. 214). We must be done with 
“verbal delusions” and concede that “engineering is the one sci- 
ence pertaining to human affairs which may be fairly called exact” 
(p. 214). There is “no physical reason” why our production 
mechanism cannot run uninterruptedly at high tempo and all 
these questions must be solved by “engineering inquiry.”’ They 
are quite explicitly not problems for “theoretical economics” (p. 
231). 

Economists may inquire whether there is such a thing as tech- 
nological unemployment—and, if so, how much of our present 
distress is to be ascribed to it—but according to Beard this can 
safely be left to those who enjoy “intellectual jugglery.” He is 
satisfied with the statement of a leading technocrat that “there 
is an enormous amount of technology unemployed.” If property 
rights interfere with engineering rationality, the government of 
the United States “‘can assume sovereignty” with “such compen- 
sation to the owners who have failed in their réle as propriety 
may suggest in the circumstances” (p. 239). 

Prices are occasionally mentioned as if they would continue to 
play a réle, but it is explicitly stated that the “long servitude to 
the fetish of the price system” is to be broken because of the 
“‘morass of abuse, deceit and confusion” in which it must flounder. 
In due course, the United States will be equipped “by a knowledge 
of the values of its commodities in terms of labor time, capital out- 
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lay, material cost, and general standard of living” (sic). These 
“mathematical determinations” will ultimately govern policy, 
and trade will henceforth be conducted without “bickering, 
quarreling, threatening, and the operations of haggling”’ (p. 288). 

With these paragraphs we have come to the heart of the eco- 
nomic problem. In our exchange economy the distribution of the 
available factors of production among different possible uses is 
settled automatically by the movement of prices (including wages 
and rates of interest). A price is “normal” if it limits the demand 
to the figure which can just be satisfied by the available supply. 
If, in the event of a shortage of a certain commodity, prices were 
maintained without “bickering” or “haggling” at a figure arrived 
at by some such method of bookkeeping as Beard seems to have 
in mind, this would simply lead to allotting commodities to some 
buyers while others would be quite arbitrarily deprived. Beard 
speaks of a “just’’ price, presumably in contrast with the “irra- 
tional tyranny of the market” (pp. 226, 302). A price might seem 
“just” to producers and yet not be within the reach of enough 
buyers to move the goods. It might seem “just’’ to the buyers and 
yet not meet the costs of a sufficient number of producers to 
supply the demand. Why should we not consider a price as 
“just,” if it is not fixed by collusion, and if it is a price at which 
no seller who is willing to accept it remains without a sale, and at 
which no buyer who is willing to pay it remains unsatisfied?* If 
Beard can conceive of a more “just” arrangement, to either con- 
sumers or producers, let him specify. If he agrees with this state- 
ment, then let him concede that the normal “price” of the present 
exchange economy meets his requirements. 

It is easy to overlook the universal validity of certain economic 
principles that are quite independent of the historical framework 
in which they operate. As N. G. Pierson observed in a classical 
article published in 1902 on “The Problem of Value in the Socialist 
Community”: 

The phenomenon of value can no more be suppressed than the force of 


What is scarce and useful has value Value is not the 
effect but the cause of exchange. Things do not have value because they 


® Cf. F. Machlup, Fidhrer durch die Krisenpolitik (Vienna, 1934), pp. 215-16. 





788 HARRY D. GIDEONSE 


are exchanged; they are exchanged because they have value—more value 
for some people than for others.? 


Every time a choice is made between the satisfaction of one 
need as over against another, it is based on a value judgment. 
Even in an economy designed by engineering rationality, this will 
upset the most beautiful blueprints. It will be impossible to sub- 
tract cows and wheat from tractors and radio apparatus, not to 
speak of human services. Common denominators will need to be 
established if there is to be careful calculation of present and 
future competitive needs. Efforts to discard a common monetary 
evaluation (prices) will, therefore, lead to gross inaccuracies and 
to a destruction of such rationality as now exists. The record in 
Soviet Russia speaks for itself. 

The essential principle of “economic” activity is that its results 
must correspond to its costs. Costs are measured by the sacrifices 
involved in making other uses of the factor of production im- 
possible. No form of social organization which allowed freedom 
of choice to the consumer and freedom of choice of occupation to 
the worker could operate on a different assumption. Since this 
holds for consumers’ goods and for the factors of production, this 
brings into the calculation the entire range of the pricing mech- 
anism. Wherever rigidity would be encountered, the pricing 
mechanism would be upset and economic calculation—which con- 
sists of comparing known costs of production with known prices— 
would be made difficult or impossible. 

Technology is simply a method of production used by manage- 
ment with the design of reducing costs. Its introduction depends 
upon accurate calculation. If costs of production—including la- 
bor, capital, and materials—are at one level, management may 
seek “efficiency” by using more capital (technology) and less 
labor, but at another level quite different proportions of the fac- 
tors of production may be the most economical procedure. To 
reduce costs, technology is sometimes designed to use cheaper 
fuel, or second-rate materials, or unskilled labor, or, again, to 
utilize by-products. If, however, prices, wages, or interest rates 

7 Pierson’s article is reprinted in Collectivist Economic Planning, F. A. von Hayek 
(ed.) (London: G. Routledge & Sons, 1935). 





COLLECTIVISM AND CHARLES A. BEARD 789 


change, such arrangements may no longer be “efficient.” The 
economic use of technology is therefore dependent upon precise 
calculation of costs. To be sure, the engineer sometimes has the 
impression that he—rather than the market for the product and 
the factors of its production—determines the process, but to 
management “efficiency” is clearly a question of costs rather than 
the perfection per se of mechanical gadgets. Technology, in other 
words, is not an end in itself but a means to an end. This will be 
so in any society which is striving to achieve maximized results 
from given resources. A specified method of machine production 
may be “efficient” in a country with a certain price and cost 
structure, and still it may not be the most efficient method of 
utilizing the resources of another country, in which the available 
resources of capital, labor, and raw materials would probably be 
differently distributed. Soviet Russia’s effort to mechanize her 
industries in the same manner as the United States is a good illus- 
tration of the danger of considering such problems as ‘“‘techno- 
logical” in character rather than “economic.” Clearly a techno- 
logical process which is “efficient” in the peculiar price-cost struc- 
ture of the United States, with relatively high wages and low 
capital costs, would almost inevitably be a misfit in Russia, where 
the relative availability of these factors of production would be 
quite different. In fact, there are good theoretical and practical 
reasons for believing that the cost of capital would tend to be 
higher in a collectivist society than in a free-exchange economy. 
In 1908 Enrico Barone’s theoretical paper on “The Ministry of 
Production in the Collectivist State,’”’ one of the classics of 
mathematical economics, concluded “that there would be a sharp 
rise in the premium for deferred consumption—which is the 
parallel to interest on saving in the old régime—which according 
to most collectivist doctrines would be abolished.’”’ Practical ex- 
perience in Russia tends to confirm the theoretical anticipation, 
and the bearing of this on the long-run relative use of technology 
should be clear. 

Careful economic calculation is infinitely more important to a 
collectivist society, and it is less probable because the nature of 
ownership makes the existence of a free pricing mechanism im- 
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possible. In an exchange economy, competition will eliminate 
those who make mistakes in the combining of the factors of pro- 
duction, but in a collectivist order such production units can be 
carried along until disastrous adjustments due to misinvestment 
become inevitable. 

Elementary as these considerations may be to those who are fa- 
miliar with economic literature, they are apparently unfamiliar to 
Beard and his technocratic sssociates. Beard has convinced him- 
self that the social sciences are “ethical sciences,’* and that eco- 
nomics in particular cannot have “timeless, placeless” principles 
because they must always bear “the stamp of the age, place, cul- 
ture and class environment””® in which they are written. A good 
deal of the usual content of economic textbooks is, indeed, of a 
descriptive type, dependent upon the particular social setting of 
the author and his readers, but the fundamentals of the theory 
of the allocation of resources (price theory)—the very heart of 
the subject—has a general validity. The classical considerations 
of collectivist planning by N. G. Piersor, Ludwig von Mises, 
Max Weber, and Enrico Barone were avail uble before the Russian 
“experiment,” and subsequent experience tends to confirm the 
results which theoretical reasoning had anticipated.'® If an effort 
is to be made to give collectivism a respectable theoretical basis, 
the challenge of this scientific work must be met. A mere rehash 
of invective, dogmatic assertions, and old demagogic slogans may 
confuse public opinion, but it will carry little weight with students 
of the problem, and it does not carry the issue beyond the con- 
fused stage in which it is usually discussed in the market place. 

To say that economic calculation—that is to say, economic ra- 


8 The Nature of the Social Sciences, p. 44. 

* The Open Door at Home, p. 84. 

© Professor Hayek has edited the papers of Pierson, Mises, and Barone, and 
added suggestive chapters by George Halm and himself on more recent develop- 
ments, in Collectivist Economic Planning, edited by F. A. von Hayek (London: G. 
Routledge & Sons, 1935). A companion volume by Boris Brutzkus, Economic 
Planning in Soviet Russia (London: G. Routledge & Sons, 1935) studies Russian 
experience in the light of theoretical analysis. See also Ludwig Mises, Die Gemein- 
wirtschaft (Jena, 1932), and Kritik des Interventionismus (Jena, 1929); Max Weber, 
Wirtschaft und Gesellschaft (Tiibingen, 1925), Vol. I, chap. ii, §§ 12-14, and F. von 
Gottl-Ottlilienfeld, Wirtschaft und Technik (Tiibingen, 1923). 
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tionality, or, if preferred, “‘planning’—is difficult if not impos- 
sible under collectivism, is not to say that economists believe that 
rational modifications are impossible in our social system. Free 
pricing mechanisms can exist under modified social institutions. 
It is, for instance, not necessary to conclude from economic analy- 
sis that we must have a complete “hands-off” policy regarding 
property rights, the corporate form of business organization, or 
taxation. The particular “bundle of rights” that is private prop- 
erty or the unit of economic activity at a particular time is subject 
to legal modification or redefinition. We can conclude with Hayek 
that: 

The question as to which is the most appropriate permanent framework 
which will secure the smoothest and most efficient working of competition 
is of the greatest importance and one which it must be admitted has been 
sadly neglected by economists." 


If freedom of choice for the consumer and freedom of occupa- 
tion for the worker are maintained—conceivably not merely as 
means but also as desirable social ends—then a disastrous break- 
down can only be avoided by allowing production to adjust itself 
freely to market forces. If these fundamental liberties are de- 


stroyed and consumers are forced to take whatever is produced, 
while workers are assigned to tasks by central authority, then a 
type of production could perhaps be maintained by the commu- 
nity at the expense of “‘the right of the individual to be free from 
excessive social pressures in his personal behavior, mode of living, 
cultural satisfactions and avocations,” which are stressed in the 
Conclusions of the Commission of the American Historical As- 
sociation. If “the essential spirit of American democracy and 
liberty” is the sincere objective of American educators, the means 
chosen to implement the end should be chosen with an eye to the 
development of the character traits without which the statement 
of the objective remains mere wishful thinking. 


Iv. “IN THE SPHERE OF PRACTICAL ACTION” 


It is probably a fair generalization to say that most of Beard’s 
recent work is dominated by the objective of minimizing the pos- 


" F. A. von Hayek, op. cit., p. 22. 
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sibility of war by an adjustment of public policy. This is quite 
explicitly his chief concern in The Idea of National Interest and 
The Open Door at Home. The first volume is supposed to present 
and analyze the historical evidence, and the second is an inter- 
pretation with conclusions as to “a consistent and tenable 
philosophy of national interest.” The distinction is, of course, not 
observed in the actual writing. The “facts” are presented with all 
the technological interpretation which characterizes the later 
Conclusions, and the entire volume is shot through with the 
theory that ‘‘national interest” is a formula which is conceived to 
promote private commercial interests. The idea is developed with 
the peculiar historical gift of clearly explaining chains of cause- 
and-effect in the past although it is too obvious that simple 
causality is hard to detect in the relation of the present to the 
future. 

Essentially the thesis of the two books is that international 
trade makes for conflict, and that, consequently, the road to 
peace lies in its control and curtailment, Foreign trade is at 
present a “savage competition in the reduction of standards of 
living” (p. 290), and a large part of it is “not the exchange of 
commodities reciprocally useful to the participants, but is com- 
petition—effort to undersell, oust and destroy competitors” (p. 
300). Beard does not explain why people should buy commodities 
which are not “‘useful” to them, nor does he seem to realize that 
merely to call trade “competition’’ does not settle the issue. He 
goes on to demand trade at “just” prices in exchange for com- 
modities “not efficiently produced at home” (p. 302). He gives 
the following general statement of objectives: 

The security and opulence of the United States can best be maintained 
by the most efficient use of the material endowment of the nation and its 
technical arts; and, as a corollary, the least possible dependence on foreign 
imports [pp. 213-14]. 

Beard would probably be surprised to learn that these are 
vague generalities, almost without meaning to any group of 
officials charged with the execution of these objectives. Suppose 
it should be demonstrable—as economists would almost all hold— 
that the most efficient use of the material endowment of the na- 
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tion was incompatible with minimizing foreign trade? Would 
Beard give up the objective of minimized intercourse with the 
rest of the world, or would he sacrifice—as economic nationalists 
usually do—‘‘the most efficient use of the material endowment’’? 

In order to achieve his purpose, it is proposed to control com- 
merce by a “Foreign Trade Authority” which is to decide upon 
the “import needs of the United States as determined by the 
domestic-arts budget and the reports of American technology” 
(p. 287). In general the F.T.A. is to be guided by the “best”’ satis- 
faction of American needs, but no criteria of goodness are pro- 
vided. This concentration of public power over all trade will lead 
to almost unbelievable consequences. There will be an end to 
“chicane” and to the “secrecy, subterfuge and higgling of private 
merchandising,” and “operations of frank barter stripped of 
mystery and concealment”’ will be substituted. It is also stated 
that both parties will now be “competent to pass judgment upon 
the properties and quantities of the articles tendered and ex- 
changed” (p. 272). It is not explained just why this is not pos- 
sible in private trade, nor is it clear why government barter is 
“frank” while market prices are a “mystery and concealment,” 
but leaving details aside, why is it considered probable that trade 
between public authorities will not involve “higgling,” and will 
not breed friction and conflict? 

At present a large proportion of trade is private and never gets 
involved in conflicts of international politics. Is it likely that a 
policy which shifts such private trade into public channels will 
reduce the possibility of conflict? Or will it throw the peculiar 
forces of power politics into trade transactions that are now 
happily free from such influences? At present policies roughly 
similar to those advocated are in force in Russia, Germany, and 
Italy. Does the historical record confirm the notion that such 
policies lead to peace, or does it indicate that every commercial 
undertaking in these nations is immediately surrounded by the 
adumbrations of the power politics involved? 

What will be the effect of such policies on the political tensions 
of thickly populated nations with meager resources? Under con- 
ditions of untrammeled trade such nations might find outlets for 
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their industry in the pacific acquisition of deficient raw materials. 
If trade is deliberately curtailed by nations that are highly en- 
dowed in raw materials, will it not drive the poorer nations to the 
traditional alternative of violence as a method of acquiring the 
materials in which they are deficient? Are not the cases of Japan, 
Germany, and Italy good illustrations of the sort of peace that a 
world closed to trade will be likely to produce? 

It is certainly true that international trade has its perils and 
that contradictions in our public policies have played a consider- 
able réle in our present distress. It is also probably true that a 
world of increasing trade is a world of increasing potential conflict, 
if mechanisms for the adjustment of disputes are not set up that 
have a political and judicial ambit that matches the evolving field 
of economic operations. With a world that is capitalized and 
populated on the assumptions of a continued world-trade, it may 
well be doubted whether a new wave of economic nationalism will 
be an easier road to peace than “restraining fifty other nations in 
an international conference.” For the worst that can happen to 
the conference is that it might fail to achieve its purpose, while 
the effort to promote the trend toward water-tight compartments 
in an interdependent world would probably intensify the causes 
of conflict. 

Further contradictions in the position are most easily brought 
out in the treatment of another concrete issue—viz., the war 
debts. Beard tells us that under his proposals he would collect the 
debts by maintaining more luxurious embassies abroad, by de- 
veloping raw material supplies in foreign countries, by diverting 
them “in whole or in part to a scheme for the establishment of a 
stable international monetary system,” and by accepting goods 
to be consumed by our millions of unemployed. A few simple 
questions must suffice in this connection: Why should we need 
more equipment abroad if we are to curtail international inter- 
course? If we are publicly to own deposits of raw materials 
abroad, will that reduce causes of conflict or create them? If we 
should leave our funds under the control of some international 
financial institution, are we not to share in its management? If 
we do, how does Beard’s proposal differ from those of the mis- 
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guided “internationalists’’ who are denounced in earlier chap- 
ters? And if we accept commodities for the unemployed, why 
shouldn’t Congress take the simple and direct step of reducing 
tarifis, thus making a cash payment to the government possible? 
While these are distinctly minor parts of the author’s presenta- 
tion, it helps to understand the main drift of his plea and it has 
the merit of being sufficiently concrete to make specific argument 
possible. 

In conclusion, then, we might say that the author’s diagnosis of 
the relations between trade and war seems questionable. If it is 
accepted, however, his own prescription would seem to intensify 
the evil which he is seeking to remove. 


V. EDUCATION AND PROPAGANDA 


In large measure the present support of the “emerging” econ- 
omy and of economic nationalism is based upon the view that it 
is indeed “emerging.” Like much of the current twaddle about 
“social trends” and “inevitable tendencies,” it assumes that 
trends continue rather than provoke reaction, and it also takes it 
for granted that the chief function of rational man is to detect 


these major drifts, and then to bow to them. Is it necessary to 
give way to every force in our public life just because it develops? 
In many American cities “rackets” of varying sorts exercise 
powers that are usually associated with sovereignty, but does it 
follow that the sovereign state must therefore yield its claim to 
sovereignty to gangsters? Might it not be the peculiar function 
of the scholar to examine such trends critically, to question the 
validity of the rationalizations which they provoke, and to 
scrutinize the extent to which the chosen means accord with the 
avowed ends? 

It might be possible to agree that much of the clamor for 
“objectivity” in the social sciences is a cover for timidity or sheer 
indifference. “Neutrality” may frequently deteriorate to what 
George Bernard Shaw has described as “being so open-minded 
that there is nothing left but a draft.”” Social science, however, is 
in a position to express certain positions with a definiteness which 
might give a sense of purpose even in elementary instruction to 
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the teaching process. This is, for instance, true of the views 
economists will hold of much of the contents of the Conclusions 
of the Commission of the American Historical Association. It 
may be, as Beard says, that history can “make no discrimination 
with respect to the virtues” of either protectionists or their critics 
(under what definition of the subject could history “discriminate” 
anyway?), but those who have a professional interest in the 
study of the most efficient use of available resources may arrive 
at criteria for differentiation. It is part of the tragedy involved 
in these publications under their present auspices that they disre- 
gard some of the most firmly established findings of social science 
and that they can be rightly classified as unwarranted propaganda. 
The resulting damage to the freedom of teaching must be obvious 
to anyone familiar with the struggle of the schools for freedom 
from interference by a wide range of special-interest groups. 

It is easy to idealize social stability and a planned society in a 
period in which the forces of violent unsettlement feed upon the 
distress about us. The “tyrannical anarchy” of the market and 
the “fetish” of the price system are then seen as the causes of 
human suffering which could be removed by a change in the in- 
stitutions. Thus the channels in which the selfish passions of men 
have been flowing are mistaken for the passions themselves, which 
are certain to find new paths when the old have been closed. 
Beard’s desire to do away with a social order in which “policy is 
to be special interest’’ or in which it is to continue as ‘“‘an open 
struggle among special interests” (p. 295), is essentially a sermon 
text for an appeal to breed a race of archangels. His appeal for 
faith in the statesman, “the socially minded, public personality 
engrossed in the public interest” (p. 137) somehow doesn’t ring 
true to a generation of students whom he himself has taught to 
think of government as a congeries of interests. The entire thesis 
gives certain demagogic slogans a respectable academic mouth- 
piece” and will help to discredit the schools in a period of increas- 
ing tension. 

™ Charles A. Beard’s Open Door at Home now enjoys the privilege of free distribu- 
tion by Mr. Garvin’s Chemical Foundation. Thus it joins the motley company of 


Samuel Crowther’s Saturday Evening Post articles, reprints from the Hearst news- 
papers, and senatorial wisdom of various sorts. 
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The school could play a modest réle in the enlightenment of 
opinion by stressing such elements as are reasonably well estab- 
lished in current scholarship. It could stress the réle of war and 
of bank-credit inflation in social and economic unsettlement. It 
could clarify the relation between rigid prices and wages on the 
one hand, and “idle capacity” and unemployment on the other. 
It could help to understand the relation between “surpluses” in 
wheat- and coffee-growing countries, and so-called “permanent” 
unemployment in industrial centers. It could, above all, avoid 
giving further currency to misleading slogans, such as the “priva- 
tion in the midst of plenty,’’ which the Commission uses in the 
Conclusions. It could inquire as to the meaning of such a state- 
ment. Does it mean that industry and agriculture no longer sup- 
ply the needs of life? Does it mean that death-rates are increas- 
ing, or have they actually been falling? Or does it mean that we 
have introduced rigidities in the terms of exchange that hamper 
trade and employment? And how can we reduce such rigidities? 
All these questions it could ask and answer with a reasonable de- 
gree of assurance that its teaching would be backed by the con- 
sensus of modern scholarship. 

Curiously enough, Beard tends to dismiss such a critical study 
of the current economic order with the statement that such con- 
ceptions are discredited by “the fact that practice runs contrary 
to them and that the empirical judgments of statesmen are 
founded on other considerations.” Beard’s respect for the “em- 
pirical judgments of statesmen” must be of very recent origin, 
but his respect for the status quo goes even farther when he tells 
us that 
things are what they are and will be what they will be; and it adds nothing 
to knowledge or policy to call the proponents of high tariffs, quotas, em- 


bargoes, and licenses irrational men driven by folly or corruption. This is 
sheer utopianism which refuses to take the world as it is [p. 88}. 


Now it may be true that economists win the arguments and pro- 
tectionists the elections, but does the statement prove anything 
about the intellectual validity of the economist’s views? Or does 
it throw light on the extent to which we might expect rationality 
to affect the political process? Would Beard argue that funda- 
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mentalist “practice” and anti-evolution statutes proved anything 
about the validity of biological teaching? And, finally, since when 
does Beard take “the world as it is”? Or is this merely a dia- 
lectical trick to force the opponents of “planning” to defend the 
status quo or be silent? 

The alternative to advocacy of planning is not to teach the 
perfection of the status quo. One of the most typical traits of the 
propagandist is to compare an idealized system of planning with 
the current system modified by all the weaknesses and pressures 
of human desire and ignorance that impinge upon it in actual 
operation. The present system is literally choked with attempts 
at interference, “planning,” and monopoly. It can be properly 
described as an interventionist chaos in which the unrelated and 
often contradictory drives for security of isolated groups lead to 
rigid wage agreements, shares of income based on fixed indebted- 
ness of various forms, private and public price manipulation, 
monopolistic practices, monetary tinkering, tariff policies, and 
similar devices. In studying the possibilities of an “‘ideal’’ planned 
economy, it is certainly misleading to compare it with the alterna- 
tive of “‘capitalism” as it exists today. It should either be com- 
pared with the rationale of a competitive society—with the im- 
plications for possible constructive reform which it would imply— 
or a realistic effort should be made to imagine the impact upon 
the rationale of a planned society of the various drives and pres- 
sures of actual opération. 

Such a realistic rather than idealized approach to the directed 
economy would bring us to the political implications of such a 
social order. Is security for the individual compatible with free- 
dom of choice for the consumer, freedom of occupation for the 
worker, and a large measure of personal liberty? Or is a directed 
economy only possible under dictatorship? A group of scholars 
should not have overlooked an aspect of the problem that might 
strike at the very existence of science and scholarship, but per- 
haps a body that has chosen to recommend the indoctrination of 
American youth, rather than its education, has made its choice 
in these matters. That would be another measure of the intel- 
lectual tragedy that is embodied in these publications. 
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Planning is a means to an end. Until we can agree upon ends, 
discussions of means are castles in the air, but the ordinary ad- 
vocate none the less proceeds as if planning were a problem of 
discovering and adopting appropriate techniques—that is, meth- 
ods or means of organization. If a planned society is to avoid 
anarchic conflicts, its ends must not only be acceptable but con- 
sistent. Now the heart of the questions raised by Beard and the 
Commission of the American Historical Association lies precisely 
here: Are “the reservation to the individual of the largest pos- 
sible measure of freedom” and the restoration of the historic 
“ideals of American democracy”’ compatible with the desideratum 
of a directed economy? On this problem there is nothing but 
silence. If we blandly assume that there is no issue, the con- 
clusion must be advanced that the methods advocated to achieve 
the ends are open to acute and fundamental criticism from the 
standpoint of well-established economic analysis. Until there is 
further clarity on these points, the new “frame of reference” and 
the views that accompany it will deserve the same treatment as 
similar propaganda coming from less unexpected and more ap- 
propriate sources. 





NOTES ON PROBLEMS OF ADJUSTMENT IN CANADA 


HAROLD A. INNIS 
University of Toronto 


N THE volumes reviewed in the October number of this Journal, 
I Professor W. A. Mackintosh raises problems of fundamental im- 

portance to the Canadian economy which warrant emphasis and 
comment. He expresses the hope that the whole series of studies “will 
make some contribution toward the development of economic and so- 
cial planning in a field where the costs of planless development are pe- 
culiarly heavy.” “The need for the systematic planning and control of 
settlements, if heavy financial and human costs are to be avoided, is 
likely to be greater in the future than it has been in the past.” The 
problems of planning are suggested in the concluding sentence of Volume 
IV. “In both public and private finance this region adapts itself to the 
most important economic characteristic, its highly variable income.” 
And again, “The combination of highly fluctuating gross incomes with 
relatively fixed expenses lies at the centre of the economic problems of 
the prairie regions”—and he might have added of Canada. He has 
placed before Canadian economists the dilemma of the Canadian econ- 
omy in the conflict between variability and systematic planning. 

The volumes proceed from a discussion of the broad geographical 
background of the prairie provinces and long-run price changes in rela- 
tion to the secular trend in the opening of the West, to short-run fluctu- 
ations with such disturbances as the World War, and to a detailed anal- 
ysis of immediate problems. The studies included in Volume IV are 
concerned chiefly with statistical material for the years ending in 1931. 

Stress is laid on the inadequacy of institutions to equalize burdens 
and gains as between fringe areas and mature centers: 

The districts which required most assistance because education placed on 
them the heaviest comparative burden, received the smallest grants from the 
province. The weight of providing necessary community service tends to be- 
come heavier as the power to carry the load declines. During the decade as a 
whole the burden of taxation has rested more heavily on the pioneer than on 

* Prairie Settlement: The Geographical Setting. By W. A. Mackintosh. Toronto: 
Macmillan Co. of Canada, Ltd., 1934. Pp. xv-+242. $4.00. 

Economic Problems of the Prairie Provinces. By W. A. Mackintosh assisted by 
A. B. Clark, G. A. Elliott, and W. W. Swanson. Toronto: Macmillan Co. of 
Canada, Ltd., 1935. Pp. ix+308. $4.00. 
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the established communities. In truth the latter have had at their command 
more excellent and various local government services than were available to 
the other municipalities and at less cost. 


The difficulty of developing more efficient machinery in relation to 
variability, particularly in the fringe areas, is enhanced by the uncer- 
tainty of objectives. Social costs—“In too many instances taxes, inter- 
est or mortgages, and other obligations have so burdened the farmer as 
to place the health and happiness of his family in jeopardy”’—are diffi- 
cult to balance against pecuniary costs; and “however desirable the 
extension of social services, including the health program may be, they 
should be kept strictly within the limits of the taxpaying capacity of 
the people.” 

The continuation of the depression and the drought years has en- 
hanced the difficulties of immediate adjustment. Decline in wheat 
prices and relatively inelastic support from natural resources shown in 
retreat from drought areas and in advance in the park-belt areas em- 
phasize rigidities shown in transportation costs and debt charges. 
“By 1932 the decline of wheat prices had been so great that in some 
cases half of the Liverpool price of wheat was absorbed in tonnage 
charges’ —without allowing for the effects of the tariff and transporta- 
tion on costs of manufactured products and on costs of production. 
The results have been evident in a wide range of expedients including 
relief, debt adjustment, and substantial governmental support of the 
wheat market; and of proposed expedients including lower tariffs, 
amalgamation of the railways, and social credit. The problem is not 
only one of adjustment between fringe areas and mature centers within 
the prairie provinces, but also between the prairie provinces and other 
parts of Canada. The problems of planning in Canadian federalism are 
extremely complex and alternatives or expedients are difficult to 
discover. 

The problem has been raised in other regions such as British Colum- 
bia and the maritime provinces in the form of demands for compensa- 
tion for burdens imposed by the tariff? and for readjustment of the sub- 
sidies. While no formula can probably be devised which will avoid ex- 
pedients, nevertheless basic considerations are essential to any ap- 
proach te the subject. Subsidy arrangements are conceded as unsat- 
isfactory, partly because of their rigid character. Not only has it been 
constantly necessary to struggle for, and to grant, revision, but numer- 
ous shifts have been necessary and have taken the form of additions to 


2 See Canadian Journal of Economics and Political Science, August, 1935, passim. 
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capital equipment such as railways, ports, and canals, statutory reduc- 
tions in railway rates such as the Manitoba rate agreement, the Crows 
Nest Pass rate agreement, the British Columbia rate agreement, the 
maritime freight-rates act, and concessions of various sorts. Major 
adjustments as to natural resources of the provinces have been com- 
pleted within the last year and the ground has been cleared for a gener- 
al overhauling of the problem. 

Enormous expenditures on the part of the government in improve- 
ment of navigation, particularly on the St. Lawrence River, the trans- 
continental railways (the Canadian National, besides assistance to the 
Canadian Pacific) and in port facilities, and the relative rigidity of 
interest rates on government borrowing to secure this equipment, espe- 
cially with large amounts held abroad, implies inability to meet these 
charges directly from earnings and the necessity of relying on payments 
from revenues obtained chiefly from customs. The effect of the tariff has 
been partly to provide revenues to meet these charges and partly to 
prevent imports, and in turn to force areas most distant from the in- 
dustrial centers of the St. Lawrence region to purchase from that re- 
gion and to pay the freight on the manufactured goods involved. In so 
far as the tariff is not successful in keeping out goods and the railways 
are not used, customs are collected to meet the loss involved in not 
hauling the goods. The burden of transportation charges, either direct 
as railway rates, or indirect through the tariff, tends to be thrown on 
the more distant regions. These regions are, in the main, producers of 
raw materials, chiefly for export, and the weight of the burden varies 
with fluctuations in prices and in yield and with other factors. 

The burden tends to fall more severely on an old region with rela- 
tively exhausted raw materials than on a new region with abundant 
and rich natural resources. A sudden improvement in transportation 
such as the Panama Canal may lower costs and consequently reduce 
the burden. An upward swing of the business cycle will tend to allevi- 
ate its severity, particularly in a region where lumbering is important. 
The character of the commodity produced and the character of econo- 
my involved will affect the weight of the burden. It follows that mathe- 
matical calculations as to the weight of the tariff, although suggestive, 
are of limited value and that adjustments should be made annually 
rather than over a long period of time. 

Devices for achieving adjustments are limited in scope. Statutory 
reduction of railway rates has been a favorite device, but it involves 
rigidities. Statutory rates generally applicable to raw materials tend 
to force railways to rely on the higher rates of manufactured products 
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and in turn on the tariff. Moreover, rates are compelled, to an impor- 
tant extent, to meet competition from American lines and this compul- 
sion restricts not only Canadian manipulation of rates, but other possi- 
ble lines of policy. Control over exchange rates involving wide vari- 
ation between prices of Canadian and American funds creates difficul- 
ties in Canadian railway finance. Again, transcontinental railway sys- 
tems become unwieldy and rate adjustments and railway policy tend to 
be developed in relation to long-haul traffic. These factors necessitate 
emphasis on the principle of charging what the traffic will bear, or in- 
creasing rates in non-competitive areas to meet losses in competitive 
areas. The advantages of water competition are evident in the growth 
of industrialism; and the development of truck competition again in- 
volves losses to the railways in heavy-traffic areas and accentuates re- 
liance on higher rates in non-competitive raw material producing areas. 
Lowering of the tariff and further statutory reduction of rates in non- 
competitive areas which are generally raw material producing areas 
would in part solve the problem, particularly if these measures in- 
creased the revenue of the railroads through increased traffic. 

Increased traffic in the crucial wheat-producing regions of the prairie 
provinces is dependent on the weather. A marked increase in volume 
of traffic following a good harvest—assuming a policy on the part of the 
government favorable to export—enormously increases gross earnings 
with a smaller proportional increase in expenses; and, conversely, a bad 
crop is followed by a marked decrease in volume and by a marked de- 
cline in receipts with a smaller decline in expenses. The accentuated 
character of depression and recovery incidental to the problem of 
overhead costs is reflected alternately in reduced or expanded earnings 
of the railways or in the passing or payment of dividends on the Cana- 
dian Pacific and the contraction or increase of deficits in the Canadian 
National. In the former case shareholders bear part of the loss and in 
the latter chiefly those who are compelled to bear the burden of the 
tariff, depending on the proportion of customs revenue going to the 
railway. Depression tends to accentuate the burden of those least able 
to bear it. Control over railway finance may, of course, reduce the bur- 
den, but the possibilities of such reductions are limited. 

The difficulties involved in restricting crop acreage and volume of 
production are apparent. The relative inelasticity of railway rates’ 


3 Proposals to reduce railway cost by amalgamation have been widely urged. 
These tend to neglect the problem of overhead costs and to apply a short run pe- 
cuniary test calculated on an insufficient accounting basis. For example, proposed 
abandonment of branch lines tends to neglect the contribution of traffic by branch 
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during a period of depression is accompanied by difficulties of shifting 
labor to alternative occupations or to new land, in spite of the te rific 
pressure.‘ 

These circumstances provide the background for attempts to pro- 
vide assistance to farmers in creditor-arrangement acts and direct re- 
lief for the more exposed groups of farmers, and bonuses on wheat and 
pegging of wheat prices of particular interest to less exposed groups. 
Again the losses tend to fall on those particularly exposed to the burden 
of the tariff. A policy of holding wheat, while it may reduce overhead 
costs incidental to elevators, leaves the railroads and transportation 
generally subject to fluctuations in traffic and earnings and thereby in- 
volves the government not only in the direct losses on wheat but also in 
indirect losses on transportation. Again, a policy of protection accen- 
tuates the necessity for these devices but they may flatten out the de- 
cline to the advantage of farmers in the acute stages of depression, even 
though the farmer pays for it from his own pocket. 

As a result of these limitations on public action widespread relief 
tends to wait upon developments in other countries, particularly the 
United States. Recent monetary adjustments in the United States 
have been accompanied by material improvement in Canada but the 
Canadian economy, with its relative inelasticity, tends to suffer as a 
result of a lag in American adjustment. British policy unfortunately 
was too far in advance of American policy, with the result that Canada 
was pulled between low prices in the British market and heavy interest 
charges on loans to the United States. 

The difficulties of Western Canada contributed to and were accom- 
panied by difficulties of a similar but divergent character in the mari- 
time areas of the Atlantic and the Pacific, depending in part on the 
character of the commodities involved and on the geographic back- 
ground. In British Columbia‘ high transportation costs from the in- 
lines to the main lines and in turn the reduction of overhead costs on the main line, 
and also the continued debt charge of the branch line plus the cost of abandoning it 
(minus the salvage). Moreover it neglects the unpaid costs to settlers left stranded 
by abandonment of the line. 

4See V. W. Bladen, “The Theory of Cost in an Economy Based on the Produc- 
tion of Staples,” Canadian Economy and Its Problems (Toronto, 1934), pp. 135-43; 
also W. B. Hurd and J. C. Cameron, “Population Movements in Canada, 1921-31,” 
Canadian Journal of Economics and Political Science, May, 1935; also, Proceedings 
of the Canadian Political Science Association, 1934, pp. 220-37. 

5 See W. A. Carrothers, “The Barter Terms of Trade between British Columbia 
and Ontario and Quebec, 1935,” Canadian Journal of Economics and Political 
Science, November, 1935. 
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dustrial areas of the St. Lawrence have been offset partly by lower 
statulory rates, by abundant natural resources in base metal and gold 
mining, forests, and fishing, and by the effects of the Panama Canal 
shown in imports, and in increasing exports of wheat from Alberta. 
But heavy transcontinental transportation costs, except in so far as 
the railroads are forced to meet water competition, tend to stress 
coastal rather than internal development and to warp the economic life 
of the area into specialization in raw materials, particularly lumber.‘ 
Aside from the interrelations between British Columbia and the prairie 
provinces and the long-run effects of the burdens of protection, short- 
run fluctuations as shown in the present depression have peculiar 
effects on the coastal region. Lumber is particularly susceptible to 
price fluctuations but losses have been offset by the low cost and acces- 
sibility of raw materials. Metal mining (lead and zinc) has had the 
advantage of abundant raw material and the region covered has been 
assisted by heavy investments of capital in by-product industries such 
as fertilizers, and by the direct interest of a transcontinental railway. 
Gold mining has responded to the influence of the depression and to 
monetary policy. Agricultural exports, especially apples, have been 
handicapped by low prices and high costs of supplies. The fishing in- 
dustry has been similarly burdened. In contrast to the effects of the 
depression, particularly in the coastal region with its severe problems of 
topography, heavy outlays of government expenditure on such items 
as bridges, roads, and railroads have involved fixed charges, deficits, 
lower standards of living, and unemployment. 

The maritime provinces, with their dependence on lumbering, fish- 
ing, and agriculture, have been similarly exposed to sharp declines in 
export prices, have had less of the cushion of natural resources on 
which to rely, and have been directly affected by competition from 
commodities brought in from relatively unexploited areas on the Pa- 
cific Coast through the Panama Canal. Although nearer to the Euro- 
pean market, they have been forced to meet more intense competition. 
Coal mining has gained from protection and subventions, but, as in the 
case of British Columbia and the prairie provinces, these concessions 
and statutory rates tend to be paid for by the regions concerned or/and 
at the expense of other regions similarly exposed. 

The effects of the distribution of the burden of the fall in prices of 
raw materials have been evident in turn in the central provinces. 
Sheltered industries have been unable to dispose of their products and 
unemployment has been a result. The bankruptcy of municipalities 

6 Violation of the long- and short-haul clause accentuates these effects. 
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has been conspicuous in this region as in other regions. Relief has per- 
haps been more generous and decline in the standard of living less con- 
spicuous. But weaker groups have suffered here as elsewhere. The 
pulp and paper industry has suffered drastic capital reorganization. 
Gold mining has increased even more than in British Columbia. The 
advantages of the St. Lawrence region in cheap water transportation 
with an outlet for its own agricultural products and for those of the 
prairie provinces, with lower rates by rail, water, and motor truck as a 
result of competition, with cheap supplies of hydroelectric power, with 
important resources of mineral wealth, particularly nickel and gold, 
have been evident in a highly integrated economy with relatively high 
population density, with political power, and with possibilities of rapid 
shiftability of resources enabling the region to take advantage of low 
prices of raw materials in other parts of Canada, to break down possible 
industrial development of such regions which threaten competition, 
and to capitalize on advantages available in export markets, as, for 
example, through the Empire trade agreements. 

A policy of protection increases the advantages of the St. Lawrence 
region by facilitating the establishment of additional industries and 
contributing to further integration. Manufactured products demanded 
by raw-material-producing regions are produced at higher costs and 
carried at high rates over long hauls. Railway rate policy favorable to 
development of long-haul traffic further weakens the industrial possi- 
bilities of raw-material-producing areas. The relative unshiftability of 
resources in raw-material-producing regions and consequent specializa- 
tion, the emphasis on capital equipment in production of raw materials, 
subject to relatively inelastic demand, and possibilities of monopoly 
prices, slow up the adjustment of prices between raw materials for 
export and prices of manufactured goods for the sheltered market. 
Regions with advantages of natural resources, soil, climate, and the 
like, gain from the fact that industries are compelled to concentrate, to 
an increasing extent, in more efficient areas or firms. The contraction 
weakens the position of more marginal areas or firms and compels them 
to shift the burden particularly to labor in lower wages or unemploy- 
ment. Credit difficulties imply bankruptcy or involve increases in gov- 
ernment assistance. For example, automobiles produced in the St. 
Lawrence region and sold at higher prices than in adjoining areas in the 
United States are used in smaller numbers than they might be in the 
raw-material-producing regions, with the result that financial problems 
of roadbuilding become more acute, expenditures of provincial govern- 
ments and municipalities are increased, and taxes on automobiles and 
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gasoline are higher. Attempts to build up Canadian industries in rela- 
tion to the demands of raw-material-producing regions tend to raise 
costs not only directly but also indirectly, by providing less efficient 
equipment than could be obtained abroad. 

The impact of this background on the fundamental financial princi- 
ple of confederation is evident in the contraction of the value of natural 
resources on which provincial finance was based. “At Confedera.ion it 
was decided to make of the natural resources the cornerstone of pro- 
vincial finance.” The financial basis of the provinces is weakened by 
reduction of exploitable natural resources and by additions to their 
burdens. The regional problem indicated by Professor Mackintosh has 
been accentuated, since not only the raw-material-producing regions 
are affected, but also the municipalities or subregions. Taxation rests 
with greater weight “on the pioneer than on the established communi- 
ties” and the burden is accentuated during a period of depression with 
relative exhaustion of resources. 

The limited possibilities of tariff reduction as a solution to these 
problems consequent upon the extent of fixed charges, and the inevit- 
able significance of government ownership of railways, canals, and 
ports necessitates consideration of other alternatives.’ Expediency has 
necessitated contributions of relief from the federal government and 
assistance in various forms to the provinces. Suggestions that costs of 
social services should be transferred to the dominion neglect the com- 
plexity of the problem and probably would involve greater assistance to 
the provinces of the industrialized area than the raw-material-produc- 
ing regions. It is of first importance that continued thorough investiga- 
tion should be made by such bodies as economic councils in the sep- 
arate provinces and the economic council of the Dominion. The char- 
acter of the problem shifts in each region with phases of the business 
cycle and necessitates constant readjustment of provincial and federal 
relations. Increasing dependence on sources of revenue other than the 
tariff, such as the income tax, is inevitable. The depression has shown 
clearly the haphazard character of existing machinery and the necessity 
for continued application of economic intelligence. The development 
of new machinery must be such as will take into account problems of 
the Canadian economy as a whole and will rapidly adjust burdens and 
returns through the economy in relation not only to pecuniary but 
also to social costs. In some such way the dilemma propounded by 
Professor Mackintosh may be attacked. 

7See Complementary Report of the Royal Commission of Provincial Economic 
Enquiry (Halifax, 1934), pp. 133 ff. 





THE “PERIOD OF PRODUCTION”: A FURTHER WORD' 


FRITZ MACHLUP 
University of Buffalo 


ROFESSOR KNIGHT agrees with me that it is a truism to say 
Pp that capital maintains itself until it is liquidated (or lost). But I 
am not able to agree with Professor Knight when he seems to 
infer from this truism that capital is never disinvested or that it must 
be considered as conceptually perpetual. According to Professor 
Knight, “disinvestment is not in question unless society is decadent.” 
(If Professor Knight gave a definition of a “decadent society” it would 
probably contain “‘disinvestment of capital” as criterion!) That Pro- 
fessor Knight prefers to “pass over the case”’ of such a society unfor- 
tunately does not get rid of the existence of disinvestment. 

These few remarks may illustrate how difficult discussion becomes 
if phenomena are considered as nonexistent just because they do not 
fit into the conceptual scheme preferred by one party. I admitted that 
the fiction of “synchronized” production—where “production periods” 
are zero by definition—may be helpful for certain purposes. But I fail 
to understand why all problems should be ruled out when they do not 
fit into the synchronization scheme. I endeavored to show in my 
article that the time interval between input and output must not be 
“passed over”’ if changes of production are to be studied. How usefully 
the capital-time concept can be employed also for studies of the sta- 
tionary state has recently been shown by Professor Pigou’s The Eco- 
nomics of Stationary States. 

Professor Knight is one of the rare outstanding economists who are 
so open-minded as to listen to and consider the arguments of others. 
He showed this when he conceded Mr. Boulding’s ideas on the capital- 
time relation. The distance of this from the position which I ex- 
pounded in my article is much less than Professor Knight seems to 
think. 

A FINAL WORD 

FRANK H. KNIGHT 

University of Chicago 
GAIN I would “comment” that Professor Machlup’s remarks 
A have no relevance as far as I can see to the main issue which 
I have been trying to discuss. That issue, to reiterate, is two- 
fold: (a) whether it is possible to define an average “production period”’ 
for an economic system in such a way that it would be possible to know 
at least whether it is longer or shorter under one set of conditions than 
another (if not to determine its actual length); and (6) whether there 
is any relation between the quantity of capital in an economic system 

and its average period defined in any possible way. 
* See this Journal, October, 1935, pp. 577-627, for earlier discussion. 
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BARBARA WOOTTON ON ECONOMIC PLANNING! 


FRANK H. KNIGHT 
University of Chicago 


E first source of embarrassment in reviewing this book is a 
matter of the business ethics of publishing. The copy received 


by the Journal for review is dated 1935, without a hint of ex- 
planation. Internal evidence immediately shows that it was not writ- 
ten in or very near the year 1935, and in fact the British edition of the 
book was reviewed in the Economic Journal for September, 1934. In- 
cidentally, the American edition is obviously a photographic reproduc- 
tion, quite readable but definitely inferior to good printing from type. 

Apart from the evidence of reviews already published, it is clearly 
a book to receive high praise from economists, and the reviews I have 
seen bear out the prediction. Without implying that such praise is 
undeserved, I feel the more justified in using the space at my disposal 
mainly to point out limitations and weaknesses of the treatment. The 
work does indeed contain a lot of “sound economics’’; as Professor P. S. 
Florence suggested in the Economic Journal, it might have been called 
the “Intelligent Socialist’s Guide to Economics.” And it is unques- 
tionably remarkable for the readable, sprightly style in which the au- 
thor manages to couch the exposition of subjects in connection with 
which one does not expect such exposition—especially in connection 
with any content which commands respect! Yet, apart from the fact 
that such exposition carries with it length far in excess of what would 
be necessary to say as a plain unvarnished tale what the book has to 
say, critical examination leads to more and more reservations as to 
what is finally said. 

The less important reservations have to do with the “soundness” of 
the economic reasoning. The author’s general view of the economic 
problem as that of the “allocation of scarce resources”’ is conspicuously 
up to date in terms of orthodoxy. But it is not consistent with this 
view to treat cost of production as payment for the “trouble”’ or “sacri- 
fice” involved in producing a particular commodity, as the author 
typically does (pp. 89, 91, 289, 325, etc.; but cf. p. 31, where the two 
views are contrasted, and p. 98, where the réle of interest as a cost is 

* Barbara Wootton, Plan or No Plan. New York: Farrar & Rinehart Inc., 1935. 


Pp. 360. $1.60. 
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correctly put). We are told, too (p. 109), that “the great claim that is 
made for the price economy is that it provides a means of measuring 
these incommensurable pleasures and pains and acts upon the result in 
accordance with the strict principle of economic efficiency” (maximum 
surplus of satisfaction over effort). This absurd claim is made in few 
if any courses or textbooks known to me and considered at all “re- 
spectable.”’ Again, the theory of interest is naively carried back to “ab- 
stinence” doctrine, with no recognition of the difference between the 
abstinence required to create an addition to an existing stock of capital, 
aud the negative abstinence (if it should be called abstinence) of not- 
consuming capital already saved. The latter is the only contempora- 
neous subjective cost of furnishing such capital to industry. The dif- 
ference, of course, includes the whole contrast between the “stationary 
state” problem of using given resources intelligently and the problems 
of growth and change. Nor is this distinction recognized in any other 
connection, though it is chiefly under the second head that “planning” 
has either importance or clear meaning. 

As a third example, after explicit warning about carelessness in the 
definition of profit (p. 45), and some emphasis on the economic meaning 
of “normal competitive profit” (pp. 117 ff.), the concept is generally 
used without any recognition at all of its meaning as a distinctive cate- 
gory. In particular, I find no recognition of the crucial fact that profit 
in the strict sense of a divergence (either positive or negative) between 
results and anticipations is the “natural”’ method of bringing the indi- 
vidual economic interest to bear on the crucial activity of making plans 
on the basis of a fairly accurate prediction of the future. It is indeed a 
rather extreme and drastic device; but apart from this function of 
profit, it is difficult to think of any other way in which uncertainty- 
bearing could be effectively specialized in the hands of those rela- 
tively inclined to perform it, and incomes of maximum regularity and 
certainty provided for persons of the corresponding tastes. And it is 
certain that in both these cases the functions of profit present problems 
which the planned economy or socialistic state would have to face and 
solve in some way. Perhaps it would be unkind to emphasize too much 
the “fallacies of composition” into which the author falls in her dis- 
cussion of the rdéle of profit. But in a book praised especially for its 
“sound economics,” and professedly based on the allocation principle, 
it is something of a shock to find the statement that if minimum profit 
(meaning interest) were not an element in cost, “production could eco- 
nomically be carried further than it is” (pp. 118-19), or the charac- 
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terization of the unplanned economy as “a system in which production 
in each industry tends to outrun the point at which considerations of 
economic efficiency . . . . would require that it should stop” (p. 156). 

We turn to questions relating more directly to the issue between 
plan and no plan. The discussion of “achievements and possibilities” 
in the unplanned and planned economies (chaps. iii and iv, following 
descriptive chapters on the unplanned economy and the Russian sys- 
tem) starts off with a “reluctant” decision to deal only summarily with 
ethical considerations, taking for the main concern of the book “eco- 
nomic mechanisms, and a study of the efficiency of alternative economic 
systems” (p. 104). This follows the admission (p. 103) that “‘it is im- 
possible to judge the efficiency of an economic system unless you know 
what job that system is supposed to be doing, and that job cannot be 
defined without introducing ethical considerations.” As a matter of 
fact, we find in the book no serious discussion of efficiency in any other 
sense than that of removing the “injustice” of the “capitalist system.” 
Concerning this injustice, Mrs. Wootton’s key statement is, “we have 
simply to record that its evident cause is the inequality of distribution 
of wealth, power, and opportunity which is characteristic of [that] sys- 
tem in its modern shape” (p. 105). By “wealth,” she clearly means con- 
sumed income; wealth in any other sense comes under the heads of 
power and opportunity, which I think are not mentioned again—an 
omission of some importance! It is true that the section from which 
the quotations are taken is followed by one beginning with a definition 
of efficiency as consisting “in creating the maximum surplus of satis- 
faction over effort’’ (p. 108); but the actual theme is again equality, 
and in detail the discussion runs in terms of a naive conception of utility 
and disutility as magnitudes. With all due regard to Professor Robbins, 
who is cited (with dubious accuracy), it is hardly fair to orthodox eco- 
nomics at its “worst.” In fact, Mrs. Wootton does not really come to 
grips with the problem of equality itself. Virtually the only explicit 
treatment occurs incidentally in connection with her description of 
conditions in Russia, where some data are given. We read (pp. 155-56) 
that the payment for “labor” which the author noted ranged from 
eighty to one thousand rubles a month (cf. also p. 77). There is no 
mention of the distribution of “power and opportunity” in Russia, or 
the actual modes of life of those who direct affairs. 

In the final chapter, on “The Conditions of Successful Economic 
Planning,” the central theme is a “plea” (pp. 329-30 ff.; see also pp. 
322 ff.) for the use, subject to limitations, of “the old-fashioned type of 
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economic incentive as the principal means by which a plan, in a demo- 
cratic community, should achieve the necessary distribution of labor 
between different places and occupations: that is to say, for the main- 
tenance, in this sphere, of the machinery of the price mechanism, oper- 
ating in a labour market in substantially the same way as that mecha- 
nism controls the distribution of labour in the world of no-plan.” There 
is no discussion of the extent to which this implies inequality, nor indeed 
any recognition that the chance for inequality must in fact function 
largely as the essence of motivation, not to mention the ethical con- 
tradiction between any appeal to this motive and the fundamental ideal 
of equality. Indeed, it is stated expressly (p. 338) that “The one really 
substantial objection to reliance upon economic motives is, of course, 
that this readmits once more that persistent bug-bear, the centrifugal 
tendency of every specialized society.” (The “centrifugal tendency”’ is 
explained to mean the danger that special-interest groups may organize 
for the exercise of monopoly power.) 

This brings us by way of conclusion to the “‘real issues” in connection 
with any proposal of economic planning, namely, the political issues, 
in comparison with which those which are “economic” in any narrow 
sense pale into triviality. On this head, the treatment seems to me 
fantastically weak and superficial. Two “conditions of successful plan- 
ning” are explicitly set forth. “The first of these is obvious enough. 
Successful planning is dependent before everything upon knowledge 
and the ability to use that knowledge.” In the present connection, I 
can take the space to say only that the relation of knowledge and in- 
telligence to right social action, here assumed to present no problem at 
all, seems to me to be one whose solution requires answers to most of 
the questions philosophers have ever raised, and many which they 
ought to have raised and have not. 

“The second condition of successful planning is also a simple one. 
It is that an authority must be constituted which has the power both 
to draw up plans and to supervise their execution” (p. 307). After 
briefly stating that the “Planning Commission” would be appointed 
by “Parliament,” for a long term, the members retiring in rotation, the 
author hastens to “rout” the “bogey”’ that the establishment of such 
an organ would imply the destruction of ordinary political freedom, or 
the substitution of dictatorship for democracy. It is indeed all very 
simple; it is merely necessary to “recognize once and for all that eco- 
nomic administration is a job for experts, and hand it over to them” 
(p. 311); just like that! “We” should give “our” attention to “finding 
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the right bosses, and indicating to them any general views we may 
hold about the matters over which they are to have jurisdiction.” 
This “indicating” should be restricted to the expression on the part of 
the general public of “‘general opinions about the kind of results which 
it would like [the] plans to achieve.” That the commission “should 
have the last word, is, I think, absolutely necessary” (p. 313)—even on 
such a matter as protesting against the desecration of places of natural 
beauty or historical interest, or a general abandonment of rural for city 
life (p. 312). The planning authority must “have the disposal of the 
instruments of production and of the product of industry directly under 
its own control,” or be confined to planning of a “negative and obstruc- 
tive type”’ (p. 320). It is admitted that many of the basic decisions of 
the planners must be made “‘quite arbitrarily . . . . for no better reason 
than that one must in the end choose some figure or other’’ (p. 324). 
One can surely think of many kinds of “‘reasons,” good and bad! As we 
might have noted under the head of “sound economics,”’ the rate of 
interest which must be counted as a cost is mysteriously included in 
these quite arbitrary decisions (p. 325).? 

Mrs. Wootton admits also that “constructive planning demands a 


? The same fundamental fallacy regarding interest theory, of which Mrs. Wootton 
is guilty, also vitiates much of the argument of a paper on economic theory and 
socialism by Mr. Dobb, which contains many important insights (see Economic 
Journal, December, 1933, pp. 589-08, esp. p. 593). Mr. Lerner, in replying to Mr. 
Dobb, in the Review of Economic Studies (II, 56), seems to glimpse this confusion, 
but immediately recommits himself to the fallacy by referring to the “productivity 
of waiting” as the fundamental fact.) The theoretical or “ideal” rate of interest at 
any moment is unaffected either by the time preference at that moment of any or 
all parties in the capital market concerned or by what is happening momentarily 
to the supply of capital. It is surely obvious that time preference, if the concept 
is legitimate and relevant at all, can affect the interest rate only over long periods, 
by causing changes in the supply of capital. Not encouraging, to say the least, are 
the prevalence and persistence in the writings of the best economists of the con- 
fusion between a supply curve connecting supply with price and one connecting 
rate of change in supply with price. No meaning attaches to an intersection of the 
latter with any demand curve, however drawn. 

In another view the confusion is between momentary and long-run equilibrium. 
At a moment the supply of any commodity (abstracting from speculation) is abso- 
lutely fixed. The peculiarity of the capital market, viewing capital service as a 
commodity, and the interest rate as its price, is twofold: (a) the stock of the com- 
modity is enormously large in comparison with reasonably possible additions or sub- 
tractions in any moderate interval of time and (6) under anything like normal condi- 
tions in the real world the price is definitely above any theoretical equilibrium level 
(as proved by the fact that the supply does increase), and the very possibility of 
such a level is so problematic that it really has no interpretative value whatever. 
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certain control over persons as well as over things” (p. 329)—as if com- 
plete control over things vested in a single center of power did not in- 
herently carry with it equally complete control over every human 
being. Indeed, we are told that labor relations, and all questions of 
policy of the actual production unit, are to be determined by a body 
“charged with the care of wider community interests—that is, by one 
which acts under the direct supervision of the central planning au- 
thority itself ” The climax of naivety seems to be reached in the 
observation (p. 290) that “public sentiment in favor of the view that 
everybody physically able to do so should work for his living . . . . is 
the kind of sentiment which experience shows it is quite possible to 
build up by judicious propaganda.” If this needed any interpretation, 
a sufficient hint is found in the admission that “a planning authority 
.... Cannot afford to allow any individual to claim that he has an 
unshakeable right to follow a particular calling” (p. 340; also p. 204); 
no reader should need to be reminded to add—or a right to any par- 
ticular terms of employment, or to anything else. Still, the idea that 
such planning involves any restriction of freedom is a bogey to be 
routed, a “common belief”’ of which “we may immediately disabuse 
ourselves” (p. 308)! It takes a stronger imagination than mine to form 
any picture of a democratic parliament adopting any such a scheme— 
except as its last suicidal act. The effort to imagine it must surely bring 
to mind a successful political campaign by a “party,” above parties in 
any democratic sense, under a “leader” expressly called to speak for 
the nation now and henceforward, and, of course, to silence all other 
voices which may be lifted in unharmonious utterance. 

Nothing whatever is said about the problem of motivating and re- 
munerating the members of the vast bureaucracy which would neces- 
sarily take over all the details of economic control as well as the higher 
political functions, the results of whose work cannot be anticipated 
quantitatively or really measured at any time. Undoubtedly all such 
“details” are left to the complete discretion of the Planning Commis- 
sion, or its appointees or theirs, or to somebody somewhere along such 
a chain. 

My final observation, and much the most serious statement I have 
to make in reviewing Mrs. Wootton’s volume, is to repeat what was 
said at the outset, that, in its field, it is really an extraordinarily good 
book—far better than experience leads one to expect or hope to find on 
taking up a work on the general subject of “planning.” 
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The Interstate Commerce Commission: A Study in Administrative Law 
and Procedure. Part III, Volume A. By I. L. SHARFMAN. New 
York: Commonwealth Fund, 1935. Pp. xiit+684. $4.50. 

A third volume has appeared in the monumental study which Pro- 
fessor Sharfman is making of the Interstate Commerce Commission as 
an administrative body. The material planned for Part III proved too 
extensive for a single volume, with the result that the present instal- 
ment—Volume A— comprises in the main only the valuation question 
and the control of organization and finance, the subject of rates being 
deferred to a succeeding volume, Part III, Volume B. 

A preliminary chapter describes the extent and variety of the 
Commission’s tasks, summarizing the results of many of the activities 
by means of statistical tables. So vast and heterogeneous have these 
duties become that there have been from time to time proposals for 
relieving the Commission of many of these miscellaneous functions. 
But thus far no relief has come through the years except by the gradual 
enlargement of membership, and the recent creation of the Com- 
munications Commission, which has absorbed functions that the 
Interstate Commerce Commission had exercised only sporadically and 
without enthusiasm. 

The section on organization and finance covers control over abandon- 
ments and new construction, securities and reorganizations, and the 
various problems of co-operation and consolidation. In the matters of 
acquisitions of control and consolidation, the Commission comes in for 
a considerable degree of disapproval, notwithstanding much excellent 
performance in carrying out the substantive provisions of the Act. 
This disapproval centers in the liberality of the Commission in per- 
mitting acquisitions of control in the absence of a plan of complete 
consolidation, and its delay in promulgating a final plan. Sharfman’s 
contention is that liberality with respect to acquisitions encouraged 
competitive purchases of properties for strategic purposes, and in- 
directly stimulated holding company development beyond its jurisdic- 
tion. The delay in agreeing upon a final plan was largely responsible 
for the “sterilization” of the Congressional policy of 1920. 

815 
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Again the cautious policy of the Commission in matters of finance 
lost it the opportunity to reconstruct the financial system of the roads 
on a sounder basis by reducing the relative proportion of indebtedness 
and inaugurating a policy of amortization. Similarly its general atti- 
tude toward reorganizations was far too mild to be effective. Within 
its own ranks there were divided counsels as to the degree of inter- 
ference with private management intended by the law and the con- 
servative view, as a rule, prevailed. The Commission failed to take 
advantage of the opportunity which the statute offered of removing 
long-standing defects in the methods of railroad organization and 
finance. 

The treatment of valuation, which occupies over a third of the 
volume, when considered in the light of its limitations—valuation as 
interpreted and carried out under the Valuation Act of 1913—appears 
to the reviewer to be the most thorough and satisfactory handling of 
this extremely complicated subject that has yet appeared in print. 

Professor Sharfman’s discussion is a penetrating and critical analysis 
of controversial issues and is generally commendatory of the Com- 
mission’s position. But he is often in disagreement. The abandonment 
of any attempt to secure original cost, the decision to assign no specific 
value to intangibles, and particularly the refusal to state with any 
particularity how the single-sum values were finally arrived at, receive 
well-merited condemnation. Nevertheless, he reaches the conclusion 
that the Commission as an administrative body has “performed a 
typically administrative task with appropriate wisdom, initiative and 
discretion.” 

But it was working under impossible handicaps. Through its re- 
peated reiteration in succeeding cases, the doctrine of Smyth v. Ames, 
so lacking in any suggestion of a standard of guidance, had come to be 
referred to by the court as “the law of the land,” which must be obeyed. 
The Valuation Act followed almost literally the decision in this case. 
The Transportation Act of 1920, in which an occasion for Congressional 
interpretation was present, simply accepted the court’s position as a 
settled one, and declared in so many words that due consideration was 
to be given to all the elements of value recognized by the law of the 
land for rate-making purposes. Thus passed the opportunity to use 
the experience of two decades of adjudication, in framing a Congres- 
sional standard for the Commission to follow. In the O’Fallon case, 
the first to interpret the Commission’s policy under the Valuation Act, 
and in which it attempted to give the Act a realistic construction, it 
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was told by the court in an opinion of extraordinary brevity that it had 
failed to consider one of the elements of value required by the law of 
the land for rate-making purposes, and therefore had disobeyed the 
court’s mandate. 

To be sure the valuation question appears to be of lessening im- 
portance in the railway field as time goes on. But in the regulation of 
public utilities the states are becoming more and more restless and 
impatient with the unsatisfactory results of present methods, and are 
seeking for ways of circumventing the conventional procedure. Massa- 
chusetts, through some of its officials, has even claimed that it will go 
to government ownership rather than submit to the results of valua- 
tions prescribed by the Supreme Court of the United States. Professor 
Sharfman’s careful analysis of Interstate Commerce Commission ex- 
perience makes it perfectly plain that what we need is a legislative 
prescription of standards for the administrative body to follow. The 
court’s duty should be limited to guarding against confiscation. 

FRANK HaicH Drxon 
Princeton University 


Bibliography of Economics, 1751-1775. Prepared for the British Acad- 
emy by Henry Hiccs. Cambridge: University Press; New York: 


Macmillan Co., 1935. Pp. xxii+742. $11.00. 

This is the first instalment of what, according to the jacket, aims to 
be “a comprehensive, chronologically arranged, catalogue of literature 
of economic interest,” covering the period 1751-75, and contains about 
seven thousand items, giving authorship where known (or suspected), 
title, as a rule unabbreviated, date and place of publication, format, 
and in many cases the number of pages. There are numerous annota- 
tions giving information as to other editions, and some additional 
annotations relating to the nature or the quality of the contents or to 
the authority for attributing authorship, of which many are by Pro- 
fessor Foxwell. The bibliography is to be continued “backward and 
forward.” The entries under each year are divided into twelve groups 
in accordance with a rough but fairly serviceable classification. 

This enterprise is a worthy one, and deserving of the fullest en- 
couragement. Those who have attempted serious bibliographical work 
will appreciate how much painstaking labor must have entered into the 
preparation of this volume. There has not hitherto been any guide to 
the economic literature of the period with any claims to completeness, 
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and to investigators of the history and theory of the period, to li- 
brarians, to book collectors and the antiquarian book trade, this will 
be an indispensable tool. As far as my check goes, Mr. Higgs seems to 
have maintained as nearly perfect a standard of accuracy in the com- 
pilation of his material as is humanly possible, and the compositors and 
proofreaders appear also to have done no damage to his workmanship. 
While there are errors, no doubt, almost all of them are probably to be 
attributed to the bibliographical sources which Mr. Higgs was forced 
to use when actual copies of the items were not available for examina- 
tion. The succeeding sections of this enterprise, and especially those 
dealing with the period 1650-1750, for which bibliographical aids are 
especially lacking, will be awaited with impatience. 

Since, however, this volume is but the first product of a continuing 
enterprise, so that modification of procedure should within limits still 
be feasible for subsequent volumes, I presume to offer some suggestions 
of possible improvements in procedure. There should be a fuller, more 
informative, more specific, explanation of the rules followed in including 
or omitting items, in noting variant editions, in defining place of publi- 
cation, and in assigning authorship to items published anonymously. 
There should especially be a fuller statement of the sources of bib- 
liographical information used, in order that the scholar hunting for 
omitted items may know what ground has been covered. There are 
two indexes, one of authors, and one labeled “Index of Anonymous 
Titles,” but the latter is really only an index of anonymous titles of 
items towhich no authorship has been ascribed in the text. There should 
be either a complete index of titles, or, if this is asking too much, there 
should at least be a complete index of titles of items which, as listed in 
the text, were published anonymously. Under the present arrangement 
an anonymous item whose authorship, actual or suspected, is un- 
known to the reader cannot be traced from the index if an authorship 
is attributed to it in the text. Recourse must be had to examination of 
all the entries for the year in question. Even for this period the entries 
per year are sufficiently numerous to make this a heavy task, and since 
the number of entries per year increases rapidly as we move forward in 
time, this procedure will cease to be at all practicable for the volumes 
covering later years. For the many anonymous items, moreover, which 
were issued without indication of the exact year of publication even 
this procedure is unavailable. 

It seems to me also that this work would gain in value if the available 
resources of time and money were concentrated on a greater approach 
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to completeness of the British entries with abandonment of the attempt 
to cover other languages or American and colonial imprints in English. 
A completely exhaustive bibliography is, of course, unattainable, and 
as the number of items found grows, the search for additional items 
inevitably encounters steeply and progressively diminishing returns per 
unit of effort. But there has not here been as great an endeavor to ap- 
proach completeness, even for British items, as would have been worth 
while or evenas should have been regarded by the sponsors of this enter- 
prise as a reasonable minimum, considering the supreme importance of 
comprehensiveness in the fields of use in which such a bibliography 
must find its justification. Mr. Higgs, in his Introduction, expresses 
the hope that “nothing of primary importance has been omitted,” but 
the first demand on a bibliography of this sort is that it shall be all- 
inclusive, and that everything has been done which it is reasonably 
possible to do to catch every item which for whatever reason peculiar 
to himself the student of the economic literature of the period may 
regard as important. The coverage in this volume of non-British publi- 
cations in languages other than English, with the possible exception of 
French, appears too incomplete to warrant their inclusion at all, and 
there is even no clear indication of what languages or countries are 
supposed to be covered. For American imprints the failure to use the 
outstanding source, Charles Evans, American Bibliography (for the 
period covered by this volume, Vols. ITI-V), is fatal. The non-British 
bibliographies, it would seem, could be much more fully and conven- 
iently handled on the spot, especially as British libraries are on the 
whole not richly endowed with Continental or American material. 
But even for the British items too restricted a set of bibliographical 
sources has been used, if the list of “main sources” given and the re- 
sults of a few hours of examination of the text are a fair test. There is 
inadequate listing of the contents of the British periodicals of the 
period, and not enough use has been made of the printed catalogues 
of libraries and of the special bibliographies to be found in such works— 
to take the particular instances which I have examined for this pur- 
pose— as Barnes, History of the English Corn Laws; Furniss, The Posi- 
tion of the Laborer in a System of Nationalism; Seligman, Incidence of 
Taxation; and Kaye’s edition of Mandeville, Fable of the Bees. Incom- 
plete examination of the bibliographies in these four books alone has 
yielded over forty items apparently omitted from this volume, in- 
cluding, incidentally, items of such interest as Adam Smith’s letter to 
the Authors of the Edinburgh Review (1755), and of such great im- 
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portance for the history of utilitarianism as Abraham Tucker’s The 
Light of Nature Pursued (1768). A further casual check in the card 
catalogues of the University of Chicago Libraries and the John Crerar 
Library, Chicago, indicates that several weeks’ search in these li- 
braries alone would reveal several hundred British items wholly 
omitted from this bibliography, and would make possible the actual 
examination of many items listed in the bibliography on the basis 
solely of secondary sources. Where so much has been given I feel un- 
gracious in asking for still more, but it would seem to require only a 
moderate increase in effort to make possible so nearly complete a per- 
formance of this task as, for the British field at least, would render 


its repetition forever unnecessary. 
Jacos VINER 


University of Chicago 


The Social Survey of Merseyside. Vols. I, I1, III. Edited by D. Carapoc 
Jones. Liverpool: University Press of Liverpool, 1934. Pp.: I,xxii+ 
328; II, xvi+413; III, xviii+560. Set of 3 volumes, £2 5s. 

Nearly half a century ago Charles Booth began his investigations 
into London poverty. His work was momentous for British social histo- 
ry: it developed a new method of research; it provided a new approach 
to an understanding of problems of poverty; it trained a group of 
young men and women who, in one capacity and another, have given 
direction to those reform movements which have been so important in 
the making of modern England. Nor has the influence of Charles 
Booth’s pioneering efforts been confined within the shores of his own 
country. It has circled the globe. Sometimes the social survey has 
degenerated into sterile fact-finding; sometimes it has led enthusiasts 
to predict social salvation by way of the statistical method. 

The Merseyside survey commits neither of these errors. It adheres, 
rather, to the model set by Charles Booth, which combines careful 
fact-finding, reforming zeal, and intellectual curiosity. The authors use 
quantitative data to picture the kind of life our civilization provides 
for the working population of a modern city. The method is scientific 
in the “sense that observation and inference are made in an impar- 
tial spirit.” But it is evident that the project was not undertaken 
merely for the sake of drawing the picture. The form it takes, the 
subjects selected for treatment, indicate an underlying desire that the 
revelation of facts may indicate the lines along which reform is needed, 
and, further, may inspire men and women to undertake the arduous 
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task of achieving it. The investigation is not concerned, directly, with 
matters of theory; it confines itself to “describing what may be seen 
on the surface and to analysing the effects of the immediately control- 
ling forces.” It is possible, however, as suggested by the editor, that a 
detailed study such as this may throw light on the underlying principles 
of social organization. 

It is only in literary quality that these volumes fall short of the ex- 
ample set by the first great studies of London poverty. It cannot be 
denied that, on the whole, they are dull reading. But if we miss the 
literary charm of the nineteenth-century work, we cannot but be de- 
lighted with the excellence and abundance of the charts and tables, 
and the ingenious inventions of statistical devices for measuring social 
phenomena. Of these, one can mention only a few of the most interest- 
ing—the revised standard for testing adequate housing (Vol. I, pp. 128- 
30), the indices of industrial attraction and unemployment (Vol. II, 
pp. 54-60), and the method of measuring the mobility among occupa- 
tions from one generation to another (Vol. II, pp. 33-46). 

The subject matter of the Survey falls into three major divisions, 
each of which is treated in a single volume. In Vol. I the whole popula- 
tion is analyzed and special discussion centers in problems of housing, 
poverty, and working-class expenditure. Vol. II is concerned with the 
people at work. The economic conditions of the various important 
industries of the area are examined, employment and unemployment 
are studied in detail, and a tentative forecast of the future is ventured. 
It is a vivid picture of the pre-war expansion and post-war decline of 
the Midlands. Vol. III presents facts regarding the poor and dependent 
population and describes the institutions which exist to meet its 
needs. There are chapters on local government, public health, educa- 
tion, public assistance, religion, recreation, and the methods of dealing 
with the blind, the sick, the criminal, and other subnormal types. This 
volume is recommended especially to the American student, who, in his 
effort to understand British social institutions, finds himself bewildered 
by the complexities of local and central authorities, provided and non- 
provided schools, public and private social services. The data presented 
make real the realities of working-class existence in one of the greatest 
commercial centers and one of the richest countries of the world. The 
problems presented and the issues raised, though cast against a local 
background, are of national importance, and the lessons which they 
teach may well be pondered by students of social problems in other 
lands. 
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The facts regarding the standard of living of the working population 
bear out, in general, the conclusions of the “New Survey” of London. 
The chief source of poverty today is not low wages but unemployment. 
In spite of the improvements in the system of relief which have been 
achieved since the war, persons dependent upon insurance benefit or 
poor relief characteristically live at subnormal levels. But, though the 
cause of poverty has changed, the extent of poverty is still appalling. 
Almost one-third of the families sampled on the Merseyside failed to 
meet the Rowntree Human Needs Standard, and over one-sixth were 
below Bowley’s standard of bare subsistence, facts which provoke 
ironic reflections upon the boasted high standard of living of the 
British workman. 

The chapters on housing are particularly timely as housing appears, 
at the moment, to be the most popular form of attack on low living 
standards—a belated harkening to Edwin Chadwick’s teaching of a 
century ago. Poverty, as is well known, is only one of the causes of 
overcrowding. The scarcity of adequate accommodation located con- 
veniently near places of employment is an important factor. The great 
housing estates developed since the war do not quite meet this problem. 
The most difficult problem of rebuilding derelict areas in the middle of 
the town has received little attention, nor are the prospects encourag- 
ing for prompt action. The procedure of slum clearance is blocked by 
the opposition of property owners on the one hand, and delayed by 
the inadequacy of public grants on the other. As a result corporation 
houses will, in the future, be reserved almost exclusively for slum 
dwellers and no provision will be made for the normal expansion of 
population. 

These are only a few of the interesting topics treated in the three 
large volumes. Students of population problems will be interested in 
the reproduction records of mothers classified according to income 
groups (Vol. III, p. 143), and in the chapter on “Differential Fertility 
and the Future Trend of Population” with which the final volume is 
brought toa close. There is scarcely a phase of the problems of poverty 
in a great city which is not clarified by the treatment given it in these 
volumes. They are recommended for careful perusal by all students of 


modern social life. 
HELEN FISHER HOHMAN 
Evanston, Illinois 
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The Strategy of Raw Materials: A Study of America in Peace and War. 
By Brooks E-MEny, with the statistical assistance of J. Epwarp 
Ety. New York: Macmillan Co., 1934. Pp. xiv+202. $3.00. 
According to the author, the United States could carry on a two- 

year war without need of further preparation, as far as raw materials 

are concerned, than accumulating large stocks of manganese and 
chromite; though a moderate sized stock of tin would enormously re- 
duce the inconvenience of doing without current imports (p. 92). For 
all other strategic raw materials we could manage well enough, pro- 
vided the government promptly seized all available supplies, enforced 
the use of substitutes, restricted civilian use, and/or stimulated 
domestic production. Such is the main conclusion of this optimistic 
little book, which from manganese (15 pages) to sugar and coffee 
(2 pages) considers briefly but perhaps adequately the situation in re- 
spect of 26 strategic raw materials. For each one a world-map shows 
sources of supply and centers of consumption, and the text gives 
pertinent information concerning their uses, essential and non-essen- 
tial, and their possible substitutes. The introductory chapters and 
conclusion give comparative data for the seven powers concerned with 
many charts, and show the pre-eminent position of the United States. 

The book discusses no economic principles. The tariff is mentioned 
in connection with manganese, tungsten, and mercury, but without 
discussion of its part in depleting our reserves of these metals and of 
chromium. It is mentioned as a possible means of forcing dependence 
upon the manganese resources of Cuba, but without estimating how 
soon these reserves would thereby be exhausted. 

There are obvious slips in the figures on page 81, but the reviewer 
does not wish to discuss the factual presentation, as the author’s basic 
assumptions open such wide fields of speculation. 

The World War furnishes the basis for some calculations of future 
war needs, which implies that the United States will put millions of 
men across the sea. No consideration is given to the possibility that 
the United States may confine itself to naval operations (our obvious 
policy in a proximate war with Japan); while in the probable event of 
Japan postponing her attack until she has digested China, Siberia, and 
the Philippine Islands, our decadent and pacifist population will have 
its hands full to defend our shores. 

The constant assumption is that no thought need be given to a war 
lasting more than two years. For rubber, among other materials, the 
main reliance is economy in the use of stocks on hand. They would 
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last two years. How the country might fare in a third or fourth year 
of war is not mentioned. 

There is no discussion of the Anglo-Dutch exploitation of American 
consumers of rubber and tin; but as befits a book on raw materials, a 
basic assumption is that the United States may be at war with the 
British Empire. The author overlooks the probability that the war 
would follow a period of price-gouging and restriction of supply so 
that the United States would enter the war with depleted commercial 
stocks of rubber, tin, and perhaps other strategic raw materials. 

When not positing a two-year blockade of the United States, Dr. 
Emeny assumes that neutrals will always sell contraband of war to a 
belligerent. Apparently no credence is given to the possibility that the 
world’s pacifists will succeed in stopping such exports, or that the 
League will develop machinery for the economic boycotting of bel- 
ligerents. 

The book is predominantly factual, but academic and cold. It is at 
once too optimistic and too cold to stimulate the Congress to appro- 
priate money for the vitally necessary stock piles. To get the Congress 
to act the author should have developed the necessity of buying the 
critical reserves in such a way that domestic interests could get a per- 
centage, or shown how the stocking-up could be combined with schemes 
for raising the price of silver and paying a cash bonus to the veterans— 
or, at least, he should have shown the advisability of having the gov- 
ernment’s stocks scattered in a majority of the Congressional districts 
in large buildings built for the purpose. When so many districts al- 
ready boast a full set of the existing types of federal buildings, a pro- 
gram calling for a new type of building in each district should raise 
enthusiasm in political circles. 

Dr. Emeny, perhaps too optimistically, finds tin only a convenience 
and not a necessity, but none the less recommends a stock “without 
question” (pp. 166-67). This attitude is very different from that of the 
Congressional subcommittee, which in its report in April, 1935,' finds 
that “On the whole it appears that no satisfactory substitute has yet 
been developed for the vast majority of the applications of tin 
It suggests spending not less than $525,000 for searching for tin in the 
United States, not less than $1,200,000 for research on substitutes, and 


* Report of the Subcommittee of the House Committee on Foreign Affairs on H. Res. 
404, 73d Congress, 2nd Session, and H. Res. 71, 74th Congress, 1st Session, To Author- 
ize an Investigation into the Extent to Which the United States Is Dependent upon 
Foreign Nations for Its Supply of Tin, and for Other Purposes. 
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whatever may be necessary to establish the smelting of the ore in this 
country; and it rejects the idea of “‘very large stocks” for such sapient 
reasons as that the possibility of their liquidation would always 
threaten the value of inventories, that a stock thought adequate now 
might prove inadequate after further mechanization of our fighting 
equipment, and that a stock would only save us in an emergency, while 
their own plan might (or might not) free us from dependence on foreign 


nations at all times. 
BENJAMIN B. WALLACE 


Washington, D.C. 


Le nouvel aspect du probléme pétrolier. By Louis HeyMAn. London: 

Petroleum Times, 1932. Pp. 119. Fr. 9. 

The New Aspect of the Oil Problem. By Louis Heyman. London: 

Petroleum Times, 1933. Pp. 112. 3s. 6d. 

Two decades ago, as America was being transformed from a horse 
and wagon era to one of motorized transport, the oil industry was 
faced with a rapidly expanding demand for its products. As petroleum 
acquired a new economic and political significance the war gave to it a 
military importance reflected in the exaggerated claim that “the Allies 
floated to victory on a wave of oil.”” Essential to modern warfare and 
commerce, petroleum inevitably became an object of political intrigue 
and machination. A race for control of oil lands among the industrial- 
ists of the world, aided and abetted by the national governments to 
which they owed allegiance, was engendered. Oil, thereafter, was not 
only an essential of war but a threat to world-peace. Instead of 
smoothing the troubled waters of world-politics it became a continuing 
disturbing factor. Such was the “old” aspect of oil. 

Within the past decade, however, this situation appears to have 
changed. The fear of petroleum shortage has been wiped away by the 
fact of surplus. During the decade following the war, despite a con- 
tinued expansion in demand for petroleum products, stocks accumu- 
lated and prices declined. With the advent of East Texas in America 
and important discoveries abroad, the immediate problem in oil be- 
came not the finding of new sources of supply but the finding of 
markets. An abundance of cheap oil has removed from international 
relations a major source of conflict. Such is the “new” aspect of oil 
which is portrayed in Le nouvel aspect du probléme pétrolier, of which 
the English work on the same thesis is a translation. In the language 
of M. Heyman, “the purpose of this work will be attained if it has con- 
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tributed a little to prove that, within a time historically very short— 
at most a few years—a disquieting problem originating from the war 
has lost a great part of its political importance, and from this fact has 
diminished the already too numerous causes of international conflicts.” 

In developing this thesis the author traces the technical progress 
which has taken place in oil exploration, oil recovery, and oil refining. 
With the application of a geophysical technique to the search for oil— 
the seismograph, the torsion balance, etc.—new oil lands have been 
discovered. Developments in oil-production methods have likewise 
contributed to new sources of supply. Where a few decades ago the 
depth of wells was measured in hundreds of feet “‘now wells can be 
sunk . . . . toa depth of over two miles. Immense oil fields are found 
there that were practically non-existent before, from which we may 
conclude that there is an enormous augmentation of available oil 
reserves.” Likewise, abandoned fields have been rejuvenated through 
the application of water flooding methods and repressuring. Similarly, 
refining methods have advanced, permitted a more complete recovery 
of the major petroleum product—gasoline. “Cracking” has already 
doubled gasoline output and hydrogenation promises a 100 per cent 
gasoline recovery. These developments both within and without the 
United States have transformed the oil problem. A seller’s market has 
been changed into a buyer’s market. After surveying production and 


production prospects in the several major oil countries of the world, 
the author concludes that this situation will continue and that there 
is no longer need for worry about an oil shortage. “We can say, with- 
out fear of contradiction, that nearly everywhere an increase of produc- 
tion is revealed, an overabundance of excessive riches, which must 


’») 


finally end in an ‘oil congestion. 

The author’s analysis in its broad outlines, and in much of its de- 
tail, is sound. In the reviewer’s opinion it errs in its emphasis. Al- 
though the world has been flooded with a surplus of oil within the past 
decade, the volume of oil produced within the United States, which 
accounts for approximately two-thirds of the world-output, during the 
period from January 1, 1933, to September 1, 1934, was approximately 
two and one-half times the estimated volume of the reserves which 
were discovered during the same period. It is obviously true, also, 
that the more oil removed from our underground reserves the less 
there remains. But whether or not within the calculable future there 
is any likelihood of a shortage of crude oil sufficient to cause incon- 
venient or uncomfortable readjustments in our manner of living, the 
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fact remains that a control of oil is believed to be important by indus- 
trial nations with little or no production. In the light of present-day 
political and economic organization that belief appears to the reviewer 
to be well founded, not only by reason of the military significance of oil 
but from the viewpoint of normal peacetime demands. While there has 
been a surplus of oil throughout the world in the last ten years, its con- 
trol has been such that the consumer, the foreign consumer especially, 
has not always and everywhere been assured of a cheap supply. 
Except in Roumania, the United States, and Russia, where a state 
monopoly exists, control of oil production is centered largely in the 
hands of a few private industrial concerns, chief of which are the 
Standard Oil Company of New Jersey and Royal Dutch Shell. As a 
proration program has been developed in the United States and a 
tariff on imports has been set up, Amercan oil is being forced out of 
foreign markets. Control of these markets has, therefore, shifted more 
and more into the hands of a few large industrial concerns. These have 
met the competition of Russian and Roumanian oil. The réle which 
Russia will play in the future markets, however, is not yet certain. 
It may well become less important. While under the Soviet régime 
Russia has become the second most important producing country in the 
world, her industrialization seems likely to call for an increasingly 
larger proportion of her output. In truth, despite an increase in pro- 
duction, her exports of petroleum and its products have shown a 
downward trend in the past five years. Roumania is likely to remain 
a relatively unimportant factor in oil output. With the balance of the 
present world-reserves largely under the control of Standard Oil Com- 
pany of New Jersey and Royal Dutch Shell cheap oil is not necessarily 
insured to European consumers even though no shortage is in sight. 
Moreover, no strong nationalistic country is apt to rest easy so long 
as it is dependent upon foreign sources of supply of an essential war 
material. In spite of the author’s more optimistic conclusions, it would 
appear that both from the economic and military viewpoint, oil will 
remain for some time a factor in international diplomacy. 
GEORGE WARD STOCKING 
University of Texas 


Qualitative Credit Control. By Wrtt1aM E. Dunxman. New York: Co- 
lumbia University Press, 1933. Pp. 345. $3.00. 
Two main tasks are attempted by Mr. Dunkman in this volume. In 
Part II, he criticizes the dominant theories of credit control on the 





828 BOOK REVIEWS 


grounds that they are pre-eminently quantitative and, as such, un- 
suited to their purpose of maintaining economic equilibrium. The re- 
mainder of the volume (Parts I and III) is devoted to developing and 
supporting the thesis that a sound credit policy is attainable only if 
control is exerted over the lending policy of banks to the end that debts 
will be cleared through the movement of goods into consumption. 

With regard to his criticism of the quantitative control of credit, it 
must be said that the argument is rigorous and forceful, but not always 
convincing or wholly fair. By quantitative control, Mr. Dunkman 
means the contraction or expansion of the volume of credit in use by 
means of rediscount rate changes and open-market operations. Because 
rediscount rate changes do not necessarily result in parallel changes in 
rates to customers and because, when they do, the effect is to bring 
about a uniform rather than selective restriction or release of credit (if 
any), he condemns quantitative methods of control as ineffective. Of 
his reasoning, however, it may be said that by stressing rediscount rate 
changes and slurring over open-market operations (reinforced by the 
tradition against member bank borrowing) as a weapon of banking 
policy, he gives a specious appearance of difficulty to the task of ex- 
plaining why member banks should raise rates to customers or restrict 
credit. By ignoring the fact that individual banks do scrutinize loan 
applications, with the object of weeding out those with the poorest 
prospects of repayment, he is enabled to attribute a purely lateral, 
non-selective contraction of credit to restrictive action on quantitative 
lines. And by frequently identifying quantitative control with price 
level stabilization, he tends to discredit all types of this form of control. 

In support of the qualitative approach to the credit problem, Mr. 
Dunkman reasons as follows: Economic balance will exist when each 
plant and each industry sells its products at prices sufficient to repay 
the bank loans that made production possible; it is the function of 
banks to advance only so much purchasing power as will permit this 
saleable volume of production to be undertaken; this desirable result 
will be secured if central banking policy attends to the specific direction 
of bank loans, being guided by the saleability of each industry’s pro- 
duction. The criterion of economic balance and therewith of sound 
credit policy is clearance of debts by the exchange of goods, without 
loss of reserves; the focal point toward which credit policy must be 
oriented is the character of bank assets. 

Plausible though this line of argument may appear, it suffers from 
serious defects. More conspicuously than any other approach to the 
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credit problem, it confuses the two functions of banks, that of lending, 
and that of creating means of payment or money substitutes. Logical- 
ly, these two functions are perfectly distinct. Historically, lending has 
always been a banking function, while the creation of bank money 
crept in accidentally with the emergence of the fractional reserve sys- 
tem. If this distinction is clearly perceived, it appears perfectly rea- 
sonable to leave to commercial banks the task of choosing in what 
directions and by what credit instruments they will extend loans, while 
reserving to the central banking or monetary authorities the duty of 
regulating, in accordance with some determined principle, the supply 
of money. But the qualitative view fails to make this distinction. This 
failure explains the willingness of its supporters to foist upon central 
banks, as does Mr. Dunkman, a duty which should rest exclusively 
with commercial banks in their capacity as lenders, that of judging the 
solvency of individual borrowers. While they do not, of course, advo- 
cate complete transfer of responsibility over lending policy to the 
central authorities, they do approve the effective transfer of ultimate 
responsibility, since with the central bank is to rest the onus of deciding 
what lines of endeavor are overexpanded and hence what individual 
financial statements are shaky. 

By his insistence that economic equilibrium depends on the industri- 
al orientation of bank loans, Mr. Dunkman is forced to embrace the 
view that the business cycle is a consequence of specific maladjust- 
ments. If the quality of bank assets is regarded as the source to which 
industrial fluctuations are to be traced, little if any importance can be 
accorded to the rate of creation of means of payment, the rate of 
spending, forced saving, and the relation of the interest rate to invest- 
ment and saving. Yet if any principle in the field of business cycle 
theory has achieved general acceptance, it would seem to be this: that 
quantitative variations in the effective supply of money are among the 
more important causes of cyclical fluctuations, and that remedial 
measures lie, at least in part, in the realm of monetary policy. 

It is only at the end of the book, where the author discusses the réle 
of central banks in the regulation of credit, that the full implications 
of qualitative control appear. This discussion discloses that the chief 
instruments of control—in addition to the quantitative one of open- 
market operations—consist in the provision of information as to the 
“condition of each industry and of the economic structure as a whole,” 
and in the extension of rediscounts in accordance with the quality of 
member-bank assets. That effective control of the lending operations 
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of banks (achieved by restricting rediscount facilities to those following 
the advice of the central bank) would produce economic balance, no 
one would deny. But that such control would be attainable, without 
the economic insight, the forecasting ability, and the statistical knowl- 
edge of Omniscience, cannot be admitted. So far as requirements in 
terms of ability and of mere fact-finding are concerned, qualitative 
credit control is quite as exacting as the complete planning of economic 
activity. In fact, it means planning via the rationing of credit. Com- 
pared with this, credit control by quantitative means is a model of 
simplicity, whether the objective be stabilization of business, of the 
price level, or of the effective volume of money. For a quantitative 
policy may be guided by general and comparatively available statistics 
relating to production, prices, profits, inventories, etc.; it leaves the 
determination of lending policy to the individual bankers instead of 
substituting for their judgment that of the central banking authorities; 
and it relies on market forces operating on prices for the correction of 
specific maladjustments. 

Though a thoughtful and in many ways a stimulating book, it is to 
be hoped that its influence will be provocative rather than persuasive, 
for acceptance of its doctrines can only divert attention from the really 
significant problems of monetary policy and assist in beclouding these 


intrinsically difficult issues. 
P. T, ELLSwoRTH 


University of Cincinnati 


Seasonal Variations in Industry and Trade. By Stuon Kuznets. New 
York: National Bureau of Economic Research, Inc., 1933. Pp. xxiv 
+455. $4.00. 

For students of statistical series this is an invaluable source book. 
But it is much more than this. Dr. Kuznet’s acute and penetrating 
analysis of the forces which are reflected in the statistics and the 
numerous suggestive hypotheses offered in explanation of them are of 
interest to economic theorists as well as to statisticians. 

Seasonal fluctuations in economic activities arise from climatic or 
conventional factors. The former directly affect mainly the extractive 
and the construction industries, and hence the early stages of the pro- 
ductive process; the latter directly affect chiefly the final stages when 
the goods are passing into the hands of the consumers. Dr. Kuznets 
shows that it is at these two extremes of economic activity that sea- 
sonal fluctuations are most marked, and devotes a large part of his 
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book to an examination of the way in which the seasonal variations in 
the early stages of the productive process are harmonized with a final 
demand which is either stable or subject to an entirely different type 
of seasonal movement. The seasonal variations at each stage are care- 
fully and exhaustively analyzed for specific industries or commodities 
typical of each of four groups of activities. These are classified ac- 
cording as the seasonal influences affect the supply of raw materials 
(Group I), both the supply of raw materials and the demand for the 
finished product (Group II), only the demand for the finished product 
(Group III), the productive process itself (Group IV). Special em- 
phasis is placed on the manner in which the producer solves the prob- 
lem raised by seasonal fluctuations—whether by the carrying of stocks 
or the maintenance of excess capacity in capital, or by seasonal em- 
ployment of labor—and on the economic group by which the resultant 
burden is carried. The intimate connection between the solution of the 
seasonal problem and price movements and the possibility that the 
burden may fall largely on the consumer through relatively high prices 
during the seasons of short supply would have been more adequately 
demonstrated if Dr. Kuznets had directly related the price series of 
each commodity or activity with the corresponding quantity or vol- 
ume series. 

The discussion of the series for the country as a whole (Part II of 
the book) is followed in Part III by a comparison of seasonal move- 
ments in different regions, industries, and periods of time. The study 
of regional differences leads Dr. Kuznets to conclude that “in those 
industries in which climatic factors directly determine the timing of 
the seasonal swing, regions show divergent seasonal patterns and am- 
plitudes” (p.222); while in those industries in which conventional fac- 
tors prevail seasonal patterns are likely to be similar throughout the 
country. The comparison of seasonals among industries indicates that 
“if all branches of industry and trade are considered together, without 
any distinction between the various stages of fabrication, timing of 
seasonal swings is most diverse But if the broad units are sepa- 
rated ....then within each group... .considerable synchronism 
characterizes the seasonal swings” (p. 244). The study of changes in 
seasonal pattern and amplitude over time suggests that seasonal pat- 
terns tend to persist in time, although amplitudes are subject to quite 
wide variations. 

The reviewer regrets that Dr. Kuznets does not devote more atten- 
tion to the statistical problem of measuring seasonal variations. The 
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only method which he discusses sufficiently is the method of “‘posi- 
tional means of relative deviations from a . . . . twelve-months moving 
average”’ centered (p. 416). This is the technique used in deriving prac- 
tically all of the seasonals given in the book. Furthermore, he fails to 
discuss tests of significance for the measures used to compare seasonal 
amplitudes and patterns. Such tests would be particularly useful for 
his “index of similarity,”’ which seems to be subject to wide sampling 
fluctuations,’ and for the Pearsonian correlation coefficient when it is 
used to test seasonal similarity, for then spurious correlation exists 
between the seasonal index and the deviations from the moving aver- 
age. 

In the concluding section of the book Dr. Kuznets presents rough 
quantitative estimates of the actual burden in the form of stocks, ex- 
cess capacity, and unemployment which results from seasonal fluctua- 
tions, and makes the usual suggestion that the most fruitful mode of 
lessening the burden would be to attempt to dovetail activities having 
divergent seasonals so that they might make use of the same factors 


of production. 
MILTON FRIEDMAN 


Washington, D.C. 


The Origins of the International Labor Organization. Volumes I and II. 


Edited by James T. SHOTWELL. New York: Columbia University 
Press, 1934. Volume I, History, xxx+497; Volume II, Documents, 
xii+592. $10. 

It is a rare history, indeed (and this is such a one), which enjoys the 
double blessing of having both a superlatively skilful and timely de- 
livery. Ordinarily the historian who undertakes a work of substance 
and long-time usefulness cannot hope that his finished product will 
be in any great measure important because of its opportune arrival. 
And, however much Dr. Shotwell may have hoped that the United 
States would ultimately accept membership in the I.L.O., certain it is 
that he did not foresee on undertaking these volumes that they would 
be published within ten days of the date, August 20, 1934, on which 
President Roosevelt accepted membership in this organization for the 
United States in accordance with the authorization of the Joint 
Resolution adopted by Congress, June 16, 1934. 

Volume I, the narrative history, opens with a terse, cogently-worded 
Preface by Nicholas Murray Butler and a valuable Introduction by 


* For three random pairs of “seasonals” obtained from the last digits of a log- 
arithm table the reviewer obtained indices of similarity of —.37, —.16, and +.50. 





BOOK REVIEWS 833 


the editor, Dr. Shotwell, in which he describes the work as “a docu- 
mentary history presenting as complete a collection as is now available 
of the texts which are basic to the story, and a series of studies, nar- 
rative, analytic, or interpretative, prepared for the most part by those 
who shared in the work of the Commission on International Labor 
Legislation of the Peace Conference.” Professor Ernest Mahaim and 
Sir Malcolm Delevingne contribute background chapters on the 
evolution of the idea of international agreements on labor questions 
and the pre-war efforts to implement the idea. 

Carol Riegelman brings together in a chapter the ideas which 
emanated from the trade-union and socialist groups during the war. 
Miss Riegelman is also responsible for the collection and arrangement 
of the documents which make up Volume II, a reference destined to 
become well known in future footnotes. 

The story of the preliminary preparations made by France, the 
United States, and Great Britain for dealing with the problems of 
labor at the Peace Conference are described by Charles Picquenard 
(France), Leifur Magnusson (United States), and Edward J. Phelan 
(Great Britain). The story of the British preparations is of especial 
interest as it was the British Delegation which alone brought to the 
Conference a scheme so far developed and carefully formulated that 
it was inevitable that it should serve throughout as the basic draft 
around which was fashioned that part of the peace treaties establishing 
the International Labor Organization. It is, therefore, peculiarly fitting 
and fortunate that Mr. Phelan, who had assisted in the drafting of this 
plan, and who participated in the negotiations at Paris, was chosen to 
carry forward the narrative, telling the story of the work of the Com- 
mission on International Labor Legislation in framing the Convention, 
and of its adoption by the Peace Conference as Part XIII of the Treaty 
of Versailles. Mr. Phelan’s important chapters are extremely well 
done; American readers will find in them frequent references to the 
part played by Mr. Gompers as President of the Commission on Inter- 
national Labor Legislation and to Dr. Shotwell’s great contribution to 
the arrangement which finally circumvented the apparent impasse 
created by the American Constitution,” . . . . he was much more than 
its architect. He had to make the bricks—he alone knows with how 
little straw—mix the mortar, and place each brick in place with a skill 
as delicate as if he had been building with eggs.” 

The chapter on the German preparations and their proposals, which 
were with little grace spurned by the Peace Conference, is written by 
Dr. Ewald Kuttig. 
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Sir Malcolm Delevingne and Harold B. Butler conclude the history 
with chapters on the preparations for and the part played by the First 
Conference on International Labor Legislation which, meeting in 
Washington in 1919, rode determinedly over all remaining obstacles 
to launch the I.L.O. as a going institution. Finally, Professor Samuel 
McCune Lindsay in a “special’’ chapter sketches the development of 
social legislation in this country. 

To the problems of government and social affairs these volumes 
bring perspective and guidance; as sources of first-hand and accurate 
information on the I.L.O., they constitute a history not to end histories 


but to make further histories possible. 
Joun SLoaN DICKEY 


Washington, D.C. 


The Quest for Security. By I. M. Rusinow. New York: Henry Holt & 

Co., 1934. Pp. x+638. $2.75. 

This is the book of a missionary for social insurance, quite frankly 
written to gain converts. The author is the dean of all the many en- 
thusiasts for social insurance in this country, who see in this institution, 
if not a cure-all, at least by far the most important measure needed to 
make our economic system function for the benefit of all of our people. 

More than twenty years ago Dr. Rubinow wrote his learned treatise 
on Social Insurance which was until 1932 the only American book on 
the subject. In the interval Dr. Rubinow labored valiantly for the 
cause and won many adherents. Now two up-to-date treatises written 
by younger enthusiasts and no less learned are available: Insuring the 
Essentials by Armstrong and Jnsecurity by Epstein. 

Instead of duplicating these studies by his fellow-laborers, both of 
whom have generously acknowledged their indebtedness to him, Dr. 
Rubinow has produced a very different book. This is a book on social 
insurance without a table or a footnote. It avoids details, but most 
earnestly presents the fundamentals of the creed and convincingly 
argues for its adoption. Genuine scholar that he is, Dr. Rubinow 
avoids all overstatement and holds out no impossible promises, but 
the entire book is an argument as to why we should have a comprehen- 
sive system of social insurance in this country and should begin now. 

To Dr. Rubinow security means social insurance, nothing more. In 
this book there is no recognition that other economic changes may also 
be necessary. He sees little or no value in emergency or other public 
works to take up slack in private employment and regards every form 
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of public assistance based upon a means test, while often necessary, as 
quite undesirable. He does not even mention long-time economic plan- 
ning, or such matters as land, monetary, and international policies, as 
having anything to do with economic security. 

Dr. Rubinow is an enthusiast for social insurance, but withal a 
reasonable man. He has decided views, as he certainly is entitled to 
have after his long years of study and work of promotion. But he is 
not intolerant of the differing views of others who accept the basic 
principles. He is convinced that social insurance would work best 
under a national system, but acknowledges that under the Constitu- 
tion it is probably necessary to proceed along state lines and that 
worth-while results can be secured through state action, particularly 
if the federal government will lend a helping hand. He believes that 
unemployment insurance must have as its primary objective relief for 
the unemployed, but sees no real conflict between this conception and 
the claim that one of the great advantages of unemployment insurance 
is the stimulus it affords to the prevention of unemployment. It is this 
note of reasonableness which is one of the merits of this book, and 
there certainly is a legitimate place for an enthusiast, particularly while 
the battle for social insurance is still undecided. 

Dr. Rubinow wrote this book for the general reader, to win increased 
support for social insurance. Doubtless, it will be helpful in this re- 
spect, but this book does not have the appeal for the masses of the 
reckless promises of the advocates of the Lundeen Bill or the Townsend 
Plan. Dr. Rubinow, the missionary, will not produce mass conversions, 
but may win over some influential, thinking people whose support 
must be won if we are ever to have as comprehensive a system of social 
insurance as exists in other countries. 

Such has been the rapidity of the developments in this field, that 
this book written a year ago fails to take up many of the most hotly- 
debated issues, such as the effects of pay-roll taxes upon recovery, the 
possibilities of gratuitous old-age pensions for everybody, and the tax- 
remission (misnamed the “subsidy’”) system versus the tax-offset 
system for stimulating the adoption of state unemployment insurance 
laws. But despite this unavoidable limitation, this book is stil] de- 
cidedly worth reading both by those who have given a great deal of 
thought to social insurance and those who wish to inform themselves 
on this now much-discussed subject. 

Epwin E, Witte 
University of Wisconsin 
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German Commercial Policy. By WILHELM ROpKE. New York: Long- 
mans, Green & Co., 1934. Pp. viiit+-86. $2.00. 

This small book contains a series of lectures given by Professor 
Répke at the Graduate Institute of International Studies in Geneva. 
Anyone who wants to get a brief but adequate survey of the main 
features of German foreign-trade policy in the past century could do 
nothing better than to give this book a close and careful study. The 
author’s style is wonderfully compact, the facts are set forth clearly, 
and policy is interpreted and criticized in the light of liberal trade 
theory, which is the common meeting ground of economists. Doctor 
Répke states the case against autarchy ably and convincingly and in 
this time of general nationalistic madness in trade policy it is refreshing 
to get his condemnation of the present-day revival of medieval mer- 
cantilism. 

The rise of industrial protectionism is traced from the first demands 
of the iron and steel industry to the present foolish duties on mineral 
oil for the purpose of stimulating the production of synthetic gasoline. 
Much that the author says in criticism of the policy and its practical] 
application would be equally applicable to our own country—the 
growth of vested interests and pressure groups, the fact that the 
infants never grow up, the general ignorance which permits and ap- 
proves an unwise appeal to nationalism. The chapters on agrarian pro- 
tection are equally critical, and in a masterly analysis our author shows 
that it is impossible to build up an industrial system like the German 
and at the same time develop agriculture so as to make a country self- 
supporting in the provision of food. Recently agricultural protection 
has outrun industrial protection to the detriment of the country as a 
whole. Low tariffs would have led to the importation of grain and the 
development of peasant farming in the manner of Denmark, and this 
is still the right course. 

The situation, since 1931, is dealt with in the concluding chapter, 
and this gives Dr. Répke his chance to assail “the terrific net of 
interventions and restrictions” which make the old tariff builders look 
like amateurs in the great art of destroying trade and reducing wealth. 
Lately, “‘a new era of commercial policy with a new outlook and with 
new methods was started, so destructive in character that nothing less 
than the future of our economic system will depend on whether it is 
really a new era or just an episode.” Statesmanship in our day must 
work for the restoration of a liberal trade policy. That is not only the 
task of Germany but of all the great commercial nations, including 
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our own. And they must work also for “a world system of more or less 
settled political relations.” These are words of wisdom. When will they 


prevail? 
H. F. FRASER 
Washington, D.C. 


Industrial Germany: A Study of Its Monopoly Organisations and Their 
Control by the State. By HERMANN Levy. Cambridge: The Univer- 
sity Press; New York: Macmillan Co., 1935. Pp. x+ 245. $3.50. 
This book, Industrial Germany, contains both less and more than 

the title promises. It presents a very valuable contribution to the prob- 
lem of industrial combination, but omits other not less important 
economic and social problems of German industry. I wonder whether 
the reader will get an exact impression as to the proportion of German 
industrial activities covered by cartel agreements. Levy is right in say- 
ing that there are no statistics from which the percentage of industry 
organized under cartels and concern affiliations’ can be calculated. And 
even if such statistics existed, they would not indicate how far-reaching 
is the control of the cartels in the different branches. The author does 
not deal with the industries that are not organized or only slightly 
organized, although some of them are still important. Even the textile 
industry, which did not eliminate but at least partly regulated com- 
petition, is mentioned only incidentally. 

On the other hand, in dealing with the cartel movement in the lead- 
ing German industries, the author gives much more than a mere de- 
scription of “industrial Germany.” He compares the German with the 
English and occasionally with the American development and analyzes 
the economic causes and effects of cartelization. He attempts to an- 
swer the question as to how far this German development is due only 
to peculiarly German conditions: to public opinion which is in Ger- 
many much more favorable to large combinations than it is, for 
example, in England; to a protectionist trade policy; to legislation and 
jurisdiction? which have not hampered the trend toward combination; 


* The author does not mention the compilation of the Statistische Reichsamt, 
according to which the corporations which were integrated with larger affiliations 
had about two thirds of the entire capital of all German corporations. (“Konzerne, 
Interessengemeinschaften und ahnliche Zusammenschliisse im Deutschen Reich,” 
Einszelschriften zur Statistik des Deutschen Reichs, Nr. 1, 1927.) 

2 The author could have mentioned here the important legal argument by Franz 
Béhm in his book, Wetthbewerb und Monopolkampf (Berlin, 1933). 
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or to the administrative functions which were delegated to industrial 
associations in the post-war period and in the present depression. His 
answer is that “there can be no doubt that industrial combination 
represents today a development which has grown up in an original way 
out of economic conditions not less ‘natural’ than were those of free 
competition.” Legal interference, in his opinion, influences only the 
form of combination—in the United States, for example, discouraging 
the associative form and thereby supporting indirectly the amalgama- 
tive form of quasi-monopolistic organization. But one or another form 
of combination is inevitably correlated with our development of in- 
dustrial technique and markets. The author seems to imply that the 
German type of affiliations within cartels is not just one historical case, 
but is the model of industrial organization which may accomplish the 
two aims of co-ordinating competition and reducing costs of production 
and distribution. It is not quite clear what measure of state control and 
supervision the author regards as necessary. He describes the German 
state policy, which on the one hand protected the individual manu- 
facturer against the “abuse of economic power” and on the other hand 
supported combinations by various measures culminating in the whole- 
sale compulsory cartelization on the basis of the Gesets iiber die Errich- 
tung von Zwangskartellen from July 17, 1933. He points to cases of price 
exploitation of the consumers and to the price rigidity of cartelized 
industries—always strong arguments for cartel supervision. The dis- 
cussion of adverse economic effects of cartels is not exhaustive. He 
does not answer the question whether or not cartels may cause a mal- 
distribution of capital (against which danger authorization for new in- 
vestments is now required in many industries) or how far the cartels 
may have influenced the size and duration of depressions. The main 
contribution of this book to the present discussion of industrial or- 
ganization in all countries, chiefly in the United States, is the conclu- 
sion that we have to face the quasi-monopolistic tendency as a fact and 
that our task is to discuss not whether we want free or restricted 
competition, but how we want to organize restricted competition. 
GERHARD CoLM 
New York City 


Agricultural Systems of Middle Europe: A Symposium. Edited by O. S. 
Morcan. New York: Macmillan Co., 1933. Pp. xix+405. $5.00. 
Dr. Morgan has done a very useful and important piece of work in 

making available to agricultural economists and to students of Euro- 





BOOK REVIEWS 839 


pean politics these “‘summaries of national agricultural programs and 
policies of Central European States.”’ The countries included in the sur- 
vey are: Austria, Bulgaria, Czechoslovakia, Greece, Hungary, Poland, 
Roumania, and Yugoslavia. The contributors of the separate chapters 
are former state ministers of agriculture or officials high in the national 
agricultural administration of their respective countries. The reports 
are therefore accurate and more than usually informing on the side of 
agricultural policy, although more or less colored by nationalistic ideals 
of the writers. 

The editor’s reasons for choosing to study the agriculture of these 
particular countries are worth noting. These countries are predomi- 
nantly agricultural, and since the war many of them have had to 
modify their agricultural policies. Several of these countries, notably 
Hungary, Roumania, and Bulgaria, are active competitors of American 
grain exporters in western European markets. It is the editor’s con- 
viction that it is in these countries where the distress of the agricultural 
class is greatest that the revolutionary and evolutionary changes will 
take place, spreading thence to the more stable countries. It is inter- 
esting to note his comment that “all the leaders conferred with and col- 
laborating in this work are thoroughgoing advocates of economic, as 
precedent to political rationalization.” 

The scope of the surveys made of agriculture in each country is indi- 
cated in the following outline headings submitted to the authors: 
physical factors, population, land utilization, history of agriculture 
from 1918-31, land reform, production and techniques, marketing and 
marketing program, agricultural co-operation, taxation and insurance, 
interest rates, agricultural education, farmers in politics, farmers’ in- 
come, outlook for agriculture and farmers, pan-Europa, customs 
unions, etc., bibliography, and statistical tables. Each chapter, also, 
is preceded by a useful outline map. The material of the chapters is 
primarily factual and technical rather than popular. 

As the material of the chapters centers about the situation current in 
Europe in 1932, the general tone of discussion and outlook is gloomy 
indeed. The world was oversupplied with wheat, the chief export of 
these countries, and the condition of the peasant farmers, whose in- 
come in normal times is little enough, was at distress levels. The sys- 
tem of land tenure had been disturbed after the war by a land-hungry 
people demanding the subdivision of large estates. This reduction of 
the size of the farm unit, together with the conservatism of those 
directing agricultural production, has made for a backward technical 
situation in production. The labor cost of production is high. 
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Some of these countries are food-importing as well as food-exporting 
countries. With exports under pressure, it may be necessary to change 
the prevailing type of agriculture in the direction of greater self- 
sufficiency. Impinging on the traditional methods of these countries 
is the scientific method of the exporting countries of North America, 
with a new mechanized agriculture in process of development in Russia. 
Caught between these pressures, the agriculture of Central Europe 
must look for a way out partly through diversification of its industry 
and greater self-sufficiency; in part, as the editor fondly hopes, through 
a pan-European agreement for the reduction of tariffs, and ultimately 
of a world-economic union for the rationalization of agricultural pro- 
duction. Perhaps it is not too rash of the reviewer to hazard the guess 
that adjustments will come within the respective countries some time 


before world-agreements become effective. 
E. A. Duppy 


University of Chicago 


Canadian Anti-trust Legislation. By Joun A. BALL, Jr. Baltimore: 
Williams & Wilkins Co., 1934. Pp. viit+105. $2.00. 
The lack of any comprehensive work on the attempts of the Domin- 
ion to deal with the threat of combination and monopoly has been met 
by this volume. It includes a useful account of the successive anti-trust 


laws, their administration, and the difficulties in the way of their en- 
forcement. Outstanding among these difficulties has been the distribu- 
tion of constitutional powers between the federal and provincial 
governments, reminiscent of the similar American problem. An at- 
tempt to set up a Board of Commerce along the lines of the Federal 
Trade Commission broke down when the Privy Council declared the 
two Acts of 1919 unconstitutional. The subsequent less drastic Com- 
bines Investigation Act of 1923, as well as the relevant section of the 
Criminal Code, were upheld by the Privy Council in 1931, and still 
remain in operation. 

The Act is administered by the Minister of Labour, who exercises 
wide discretion in the enforcement. The weapons which it provides 
include investigation by a permanent registrar or ad hoc commissioners; 
publicity (seldom used); criminal prosecution with fines or imprison- 
ment on conviction; and tariff reductions or patent revocations. 

Mr. Ball’s optimistic conclusion that “here embodied in law lies a 
successful experiment in business regulation” is in striking contrast 
with his accurate appraisal of the deficiencies of earlier legislation. He 
contends, quoting its sponsor the Hon. W. L. Mackenzie King, that it 
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“does not seek in any way to restrict just combinations or agreements 
between business and industrial houses and firms, but it does seek to 
protect the public against the possible ill effects of these combinations.” 
In twelve years there have been convictions in the case of four com- 
bines. Perhaps this, and “the comparatively small number of pub- 
lished reports,” is, as the author maintains, “a proof of the general 
obedience to the spirit of the enactment by the public and business 
world.” More probably it suggests that the Act is not an appropriate 
defense against the dangers of contemporary tendencies toward 
monopoly. 

Recent governmental policy as in the United States has been in- 
creasingly to accept, or even encourage, concerted action. The problem 
has become one of controlling prices and policies of necessary monopo- 
lies, and of restraining “unfair competition” rather than of investigat- 
ing or even punishing attempts to “unduly lessen” competition. The 
recent report of the Price Spreads Commission recommends not merely 
amendment and “rigorous administration” of the Combines Investiga- 
tion Act to “retain and restore competition whenever possible,”’ but also 
regulation of essential or desirable monopoly, supervision of production 
agreements, and prohibition of unfair competitive practices by a 
Federal Trade and Industry Commission. 

The value of the book is seriously limited by the author’s failure to 
link up the analysis of this legislation with its industrial background. 
A satisfactory appraisal of such legislation is impossible without dis- 
cussion of the significance and causes of the pre-war merger movement 
and the post-war development of large corporations, which gave rise 
to many of the difficulties of the present depression. Hence, perhaps, 
the unduly enthusiastic praise of the results of the legislation. 

A number of important contributions to the study of Canadian 
anti-trust legislation have apparently been ignored. There is no bibli- 


ography and no index. 
I. M. Biss 


University of Toronto 


Principles of Legislative Organization and Administration. By W. F. 
WitLoucHBy. Washington: The Brookings Institution, 1934. 
Pp. xiv-+657. $5.00. 

W. F. Willoughby’s most recent contribution to the theory and 
practice of government is in reality part three of a trilogy, the first 
two parts of which are his Principles of Public Administration and his 
Principles of Judicial Administration. That he has now attempted to 
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“examine the whole organization of government” at Washington from 
the standpoint of actual procedure, Mr. Willoughby makes clear in the 
Preface to the present volume. 

As anyone familiar with Mr. Willoughby’s previous writings would 
expect, this work on the legislative branch of the federal government is 
one based upon concrete problems, and the approach is that of the 
student of public administration. Indeed, the author states at the 
outset that the legislative branch of the government presents problems 
of public administration “to a scarcely less extent than do the other 
two branches.” 

The book is divided into three parts: “The Legislative Branch as 
One of the Grand Divisions of Government,” “The Structure and Com- 
position of Legislatures,” and “Organization and Procedure.” The 
first part is somewhat philosophical, presenting as it does the author’s 
concept of the place of the legislature in the administrative scheme of 
government; in the course of this discussion the author has drawn 
heavily upon his previous publications without sacrificing either unity 
or coherence. The second part is a short section dealing with the 
anatomy of legislative bodies. The final part of the book is a detailed 
description and analysis of legislative organization and practice, fully 
up to date, clear, and accurate. 

One of Mr. Willoughby’s best discussions is to be found in his con- 
sideration of the legislature in relation to the executive. Although the 
importance of the réle of the president is today becoming more and 
more evident even to the layman, it is interesting to note the following 
statement, inasmuch as it comes from an authoritative source: ‘The 
people now look to the President, not only to formulate a definite 
legislative program, but to exercise all his influence and power to secure 
favorable action upon it” (p. 68). In fact, “the President constitutes 
an organ of legislation scarcely second in power and influence to Con- 
gress itself” (p. 74). 

Principles of Legislative Organization and Administration is replete 
with both fact and opinion. It is written by a man who has lived the 
greater part of his life in Washington and who knows the intimate de- 
tails of government, especially of the federal government; for this 
reason the reader should not be surprised to discover that Part III on 
“Organization and Procedure,” while including one chapter on state 
legislatures, is devoted almost entirely to the organization and proce- 
dure of Congress and to the legislative problems arising in Washington. 

MarsHALL E. Diwock 
University of Chicago 
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Federal and State Control of Banking. By THomas JoEL ANDERSON, JR. 
New York: Bankers Publishing Co., 1934. Pp. xiv+514. $2.50. 


The majority of academic authorities upon banking are now agreed 
that much of the disaster which has accompanied the growth of our 
banking institutions has been due to lack of unified control. The author 
of this scholarly volume has made a careful study of the history of 
American banking from this point of view and has added more evidence 
to show the necessity of bringing all state commercial banks under 
federal control. 

The reviewer is convinced that, from the economic aspect, the case 
for unification is now established. It has been difficult to maintain high 
standards for the national banks without forcing banks out of the 
national system, leading to their reorganization under state charters. 
Controversies, resulting from dual control, have reared their heads 
continuously during the twenty years of the Federal Reserve System. 
Dr. Anderson has treated particularly those having to do with par 
collection, fiduciary powers, banking concentration, taxation, and bank 
failures. 

The question of constitutionality remains. Here Dr. Anderson has 
made, probably, his most valuable contribution. Chapters ix to xii 
contain his evidence and conclusions on the legal aspects of unification. 
He has examined nearly one hundred fifty decisions of state and federal 
courts and believes that there is a reasonable basis for the contention 
that unification can be accomplished without violating the Constitu- 
tion of the United States (pp. 458-59). Some economists will feel that 
in these chapters the author tends to lose the thread of his argument 
in his zeal to present the cases in great detail. 

Dr. Anderson is careful to state that in the minds of strict construc- 
tionists there may be some doubt as to the authority of Congress, by 
virtue of its exclusive power over the nation’s currency, to force 
unification. His verdict is as follows (pp. 460-61): 

So far as the writer has been able to ascertain, there is no definite answer 
to this question which can be made on the basis of judicial construction of 
the Constitution. Considering the facts, however, that bank deposit cur- 
rency comprises most of our circulating media, that such currency is essen- 
tially similar in its economic significance to bank note currency, and that it 
is generally conceded that control over bank deposit currency is a logical 
means whereby to attempt more positive control over the purchasing power 
of money in the United States, it seems probable that the currency powers 
of Congress are sufficient authority for the extension of Federal control to 
all commercial banks of deposit. 
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In addition, under the commerce clause, Congress may have the 
power to regulate all commercial banking. If this is true, “it seems 
entirely possible that it could coercively ‘nationalize’ the state banks 
by placing a tax upon the checks of such banks,” just as in 1865 state 
bank notes were taxed out of existence and the majority of the state 
banks forced, thereby, into the national system (pp. 475-76). 

The complete index of the volume stands as a shining example to 
those writers who in recent years have neglected this highly important 
means of assisting in the beneficial use of their product. 

CHaRLEs S. TIpPETTS 
University of Pittsburgh 


Die Konjunkturpolitik der Vereinigten Staaten. By GUNTER SCHMOL- 
DERS. Leipzig: Akademische Verlagsgesellschaft m.b.H., 1934. Pp. 
vii+141. RM. 6.80. 

This is mainly a descriptive analysis of the money and credit policies 
followed in the United States after 1914 in making use of the facilities 
of the Federal Reserve System. The author believes that the Federal 
Reserve System was successful in 1923 in checking the boom which was 
then in the process of developing, while the System failed in 1927-29 
since its policy during this period was, in the author’s judgment, di- 
rected more toward stabilization of international economic relations 
than toward influencing the cyclical fluctuations at home. And the 
measures taken between 1930 and 1933, the author believes, could not 
succeed, since they constituted a mere treatment of symptoms and were 
not directed sufficiently toward the fundamental factors involved. The 
author devotes a large part of his book to the pre-depression period and 
gives only a brief account of the development after 1929. Had he ana- 
lyzed this period more fully, he might have realized that the money and 
credit measures taken during this time in the United States were, on the 
whole, a well-considered policy which should by no means be regarded 
a failure. That the depression could not be prevented from going as far 
as it did, and that it reached a sad climax early in 1933, may well have 
resulted from causes over which the Federal Reserve System had no 
power. 

In two introductory chapters the author deals theoretically with the 
possibilities which economic policy has in influencing booms and de- 
pressions. He confines his remarks entirely to the monetary aspects of 
the problem. He seems to feel, although he does not say so very ex- 
plicitly, that economic policy directed toward greater stability has to 
remain within the limits of monetary measures, and that no other possi- 
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bilities are at its disposal. Such an attitude may be defensible only 
from the point of view of some strictly monetary theories. Moreover, 
the author believes that, while a continuous diagnosis of the state of 
the business cycle is indispensable for monetary policy in influencing 
booms and depressions, a definite theory on the nature of the cycle is 
unnecessary. Yet, the period under review in this book abundantly 
illustrates how faulty and misleading may be a diagnosis which does not 
rest on a theoretical basis and which is constructed, as the author sug- 
gests, upon a quantitative analysis of the relationship between the vari- 
ous economic factors. A discussion of the post-war economic develop- 
ment should call for more, not for less, economic theory. 


Princeton University Otto NATHAN 


Principles of Inland Transportation. (Rev. Ed.) By Stuart DAGGETT. 

New York: Harper & Bros., 1934. Pp. xxi+898. $4.00. 

The revision has enlarged the book and lengthened it by 200 pages. 
In its present form it is almost encyclopaedic on the subject of inland 
transportation and it amply demonstrates the author’s extensive 
scholarship in the field. The summary of the state of transportation is 
outstanding. Its dissemination should not be confined to those who 
will read goo pages to get it. The author concludes that: 

.... the situation that confronts the country is complex, and that no 
single formula will meet the transportation difficulties. The transporta- 
tion problem cannot be “solved” in any ordinary sense to which the idea of 
solution is applied [p. 868]. The initial problem is one of reorganization and 
liquidation rather than one of expansion .... the United States is em- 
barrassed, as few countries have been, by a surplus of transportation ma- 
chinery [resulting] mainly from the recent development of the motor vehicle, 
the pipe line, and the airplane there has been no railroad abandonment 
on a scale calculated to reflect obsolescence due to motor vehicle competition. 
. ... plant and equipment that is not needed should not, upon any basis, be 
included in the list of property entitled to a fair return [p. 8609]. 

. . .. government authority should encourage rather than refuse to allow 
the liquidation of units that cannot be made to pay. . . . . Relative efficiency 
in different parts of the system will determine the extent to which each part 
will be displaced the marginal units are the ones which will be written 
off. Whether, now, a particular railroad, or a particular bus or pipe line is 
to be regarded as marginal, depends upon the quantity and quality of serv- 
ice it is prepared to render for a given cost [p. 870]. 

. ... no probable economies can keep all agencies in service; but inertia 
or indifference on the part of any mode of transport may cause it [even a 
superior device] to be displaced from a field which it might otherwise have 
continued to occupy [p. 871]. 
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. ... government influence should be expressed by a single organization, 
informed with respect to all means of transport; we should not tolerate 


special pleaders in government pay [p. 874]. 
Lewis SEVERSON 


Beloit College 


Goldinflation und Wirtschaftsentwicklung: Gibt es “lange Wellen” der 
Konjunktur? By Ernst Joun. (““Volkswirtschaft, eine Schriften- 
reihe,” Heft 6.) Berlin: Carl Heymanns, 1933. Pp. 149. 

The subtitle of the book indicates its problem. The author attempts 
to analyze, in terms borrowed from recent “Austrian” writers, the ups 
and downs of the general price level covering so-called long periods 
beyond the usual cyclical fluctuations. Ignoring most of the literature, 
older theories as well as modern studies in price history, Dr. John 
simply applies the terminology of Hayek to the alleged long-term 
cycles. The assumption that long-period price averages can be treated 
in the same terms as business cycles is not even questioned; nor is the 
author familiar with the rather elementary objections to the explana- 
tion of price levels by changes in gold production which he naively 
accepts as the final cause underlying the long-run fluctuations. The 
theoretical analysis itself closely follows that of the teachers of the 
author; indeed, he almost verbally applies their reasoning to his own 
problem. His contention (p. 74) of basing his theoretical approach on 
factual analysis is borne out virtually only by some forty-four pages 
of statistics and graphs without any relevant confrontation of the fac- 
tual data with the theoretical reasoning. Of course, an approach of 
this type based on such empty verbalizations as the “natural rate” 
versus ‘‘market rate”’ of interest argument, and the obsolete length-of- 
production approach to the problem of fluctuations in the structure of 
industry, can hardly claim even the appearance of resemblance to 
anything like an empirical verification. 

In one respect Dr. John’s analysis is superior to that of his masters. 
He realizes (p. 51) that his theory assumes complete knowledge of all 
changes of economic data by all persons involved. Consequently, he 
admits that malallocation of capital is by no means avoided by identity 
of what he calls the “money rate” and “capital rate” of interest, and 
tries to analyze (pp. 51-65) the effects of such factors as miscalculation 
of future costs or of future price changes, but without realizing, un- 
fortunately, the theoretical implications of assumptions of this type. 

MELCHIOR PALYI 
University of Chicago 
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Communications in the Far East. By FREDERICK VINCENT DE FELL- 
NER. London: P. S. King & Son, Ltd., 1934. Pp. vii+362. 15s. 
This analysis of the railways, shipping, aviation, and other means 

of communication in the Far East—Japan, China, Manchuria, and 

Siam—presents a large amount of statistical and descriptive data 

which will be of interest to all students of Eastern Asia. The interest 

is not in the technical problems of communication, but rather in the 
economic aspects of communication and in the political and historical 
conditions most closely related to the economic. 

The book is divided into three parts. The introduction includes a 
general discussion of the existing natural and economic conditions of the 
areas in question and of the trade and passenger traffic between the 
Far East and other parts of the world. The second part describes the 
various means of communication, including railways, maritime ship- 
ping, inland water transportation, motor roads, aerial transport, post, 
telegraph, wireless telegraph, telephone, and urban communications. 
The third part deals in some detail with the means of communication 
between the Far East and the rest of the world. 

Throughout, there are presented excellent statistical and biblio- 
graphical data, and this material alone would make the book a valu- 
able addition to the library of any student of Far Eastern economic 
and geographical conditions. The interpretations and general con- 
clusions of the author are thoughtful and concise. The book is enter- 
tainingly written. 

The reader is annoyed, however, by the numerous inaccuracies in 
detail, as for example, the mention of Colonel Nakamura who was 
Captain Nakamura; the Republic of Manchuria, which never existed; 
the mistaking of Daimyo for Shogun; and the giving of the equivalent 
of a Japanese “‘ri’’ as 3.93 meters (instead of kilometers). Geographical 
and economic platitudes abound. The one map illustration in the book 
might better have been omitted, as it is not an exact graphic portrayal 
and includes improper spelling and toponymy. 

Dr. de Fellner, nevertheless, has far offset these deficiencies in 
gathering, correlating, and making available a vast body of factual 
material concerning an important and largely neglected field. 


University of Michigan Rosert B. Hatt 


The Taxation of Banks. By NATIONAL INDUSTRIAL CONFERENCE 
Boarp, Inc. New York, 1934. Pp. x+148. $2.50. 
This study is almost wholly concerned with the state taxation of 
banks, though incidental attention is paid to federal levies. Students 
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of state taxation are familiar with the chaos in bank taxation pre- 
cipitated by the judicial decision (Merchants’ National Bank v. Rich- 
mond, 253 U.S. 635, 1921) which rendered voidable share taxes on 
national banks when other competing moneyed capital is taxed at lower 
rates than those applied to bank shares. The present study traces the 
changes in state bank taxation induced largely by this decision, and 
evaluates the effects on banking operations of the application of the 
several methods of state taxation applicable to national banks under 
the terms of the federal permissive statute. Its chief value, perhaps, 
lies in the tables which summarize these methods of taxation and at- 
tempt, statistically, to measure their influences. 

Some of the conclusions which emerge from this analysis require 
qualification. How have share taxes been a major cause of bank 
failures (p. 132) when it is alleged that (chap. v) these taxes are shifted 
to bank customers? Such a contention seems also to conflict with the 
view (p. 108) that further reductions in share taxation will accrue to 
depositors and borrowers, though the benefits will be temporarily en- 
joyed by the banks. It is highly questionable whether state taxes, 
constituting less than 9 per cent of total banking expenses, could be 
denominated as a major cause of bank failures even if they were ab- 
sorbed by the bank, an assumption which the present study denies. 
Nor can the thesis that share taxes have reduced the ratio of capital 
funds to deposit liabilities be accepted with the emphasis accorded it. 
The steadily declining margin of stockholders’ equity in the banking 
business has been a world-wide tendency which, apparently, a receding 
state tax burden in the United States since 1921 did not appreciably 
check. The key to this study, in the opinion of the reviewer, is found 
in the concluding statement (p. 144) that, “the use of net income in 
taxing banks has advantages not possessed by any other method.” 
That the conclusion will be heartily accepted by the banks is beyond 
doubt since that method of state taxation has in practice imposed the 
least burden on them. That it will prove equally inacceptable to many 
states is apparent to those who are familiar with the materials available 
in the numerous congressional hearings on this controversial issue. It 
is surprising that so little of this material found its way into this study. 


University of North Carolina Joun B. Woostey 


La finanza Italiana nel ventennio, 1913-1932. By F. A. Répact. Turin: 
Giulio Einaudi, 1934. Pp. 316. L. 40. 
Professor Répaci in this volume reconstructs from a huge mass of ac- 
counts kept on an accrual! basis a balance sheet of Italian public finance 
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for the twenty years from 1913 to 1932. Nearly all of the tables, con- 
structed during many years of teaching, were published several years 
ago in the Annals of the Institute of the Royal University of Bari. They 
are reproduced here and analyzed for the general reader who is inter- 
ested in the subject but unversed in the technical arts of finance and 
accounting. There is consequently no analysis of theoretical or prac- 
tical problems, but simply an objective systematization of the funda- 
mental data of Italian public finance. 

After a brief description of the method used, there is an analysis of 
income and expenditure, followed by analyses of the operations of the 
various state enterprises, of the treasury, and of the public debt. Each 
phase of the subject is broken down and the various parts are studied 
separately and in great detail. The official annual data are always 
taken as the point of departure. Such adjustments as have been sug- 
gested by the government accounting office in order to make the figures 
for the different years comparable are also given. Répaci then proceeds 
to build a careful elaboration of the data, introducing the corrections 
and the adjustments necessary to make all of the figures comparable for 
the entire period. All of this is first done in terms of current lire. Répaci 
concludes his elaborations by translating the current lire into gold lire 
in order the better to show movements involved in the twenty dis- 
turbed years. The data are given in 120 tables, which cover almost 
half of the 316 pages of the book. The text consists almost entirely of 
running commentaries on the nature and scope of classifications and of 
reasons for modifying the official figures, with only incidental comment 
on the trends revealed by the data. There is, intentionally, only the 
barest mention of legislation and of accounting and financial literature. 

Professor Répaci has performed well a laborious and valuable task 
in systematizing the basic data of Italian public finance for the war and 
post-war years. The maze of statistical difficulties brought on by the 
war, inflation, stabilization, and depression, are ably handled. But the 
absence of analysis of theoretical and technical problems makes it 
doubtful whether any large number of the public will persist through 
150 pages of tabulated material. It would perhaps have been worth 
while to publish Professor Répaci’s excellent tabular elaborations ac- 
companied by a discussion of the significance to Italian economic life 
of the trends revealed. But this detracts nothing from the excellence of 
the work done. A comparable study of the finances of our federal gov- 


ernment would be useful. 
Domenico GAGLIARDO 


University of Kansas 





850 BOOK REVIEWS 


Research in Farm Real Estate Values: Scope and Method. By Joun D. 
Back (ed.). Prepared under the direction of The Advisory Com- 
mittee on Social and Economic Research in Agriculture. Bulletin 
No. 19. New York: Social Science Research Council, 1933. Pp. 78. 
$c.60. 

This classification and analysis of the problems and methods of re- 
search in farm real-estate values is indispensable not only to the agri- 
cultural economist but also to all students of land valuation. The 
authors of this report demonstrate that they have a thorough know!l- 
edge of the unique problems involved in securing price data for a 
species of wealth so diversified, heterogeneous, and local as farm land. 
The field of land valuation, in its realistic aspects, has long been neg- 
lected by economists because of the complexity of the material and the 
impossibility of deriving a universal formula from a few scattered loca] 
samples. As E. H. Wiecking aptly says in this report: “Farm real 
estate .... is at the other extreme of unstandardization; the require- 
ments for a perfect market are largely absent, it is sold in a series of 
highly dispersed, little organized local markets, loosely interconnected 
if at all, its markets are irregular and at times may practically cease 
altogether.”’ 

This report furnishes invaluable techniques for the study and analy- 
sis of such research topics as farm sale prices, farm appraisal methods, 
the relationship between farm income and land value, and methods of 
forecasting farm real-estate prices. The importance of collecting local 
material on land prices, volume of transfers, foreclosures, etc., as a 
necessary basis for statistical analysis, is duly emphasized. But the 
qualitative factors behind the statistics are equally stressed, and the 
actual conditions that influence buyers and sellers in the farm land 
market are made the objectives of several of the projects set forth in 
this study. 

This excellent guidebook points the way to more extended investi- 
gations of the most neglected field in the realm of commodity prices, 
and it provides the means of correlation and co-ordination of the in- 
vestigations of specialists working in many widely scattered communi- 


ties. 
Homer Hoyt 


Washington, D.C. 
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THE GIFT 
OF FRIENDSHIP 


ye is a priveless gift within reach 
of every one—the gift of friendship. 

Of all the services of the telephone 
there is none more important than this 
—helping you to make friends and to 


When le are in trouble, you go 
to them pac by telephone. The tele- 
phone carries your good wishes on birth- 


days, weddings and anniversaries. Ar- 
or a golf game $e gets a fourth for 
ridge. Invites a business acquaintance 
to your home for dinner, and advises 
“home” that he is coming. Congratu- 
lates a youngster on his work at school. 
Thanks a neighbor or asks about the 


. Renews old times—shares confi- 
dences—plans for the future. "a 
Thus the bonds of friendship are 
formed and a 
piness comes into the wideni \ 
your life. Some one, some says | 
sincerely —“It was nice of you to call.” — f 
This day, a voice-visit by tel iy 
may bring reassurance to some 
who is wondering how you are. 
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